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StaTE INCOME TAXES PaIp 


Discontinuance of Allowance in Commonwealth Income Tax 
Assessments 

The Commonwealth Income Tax Assessment Act of 1942 abolishes 
the allowance for Commonwealth income tax purposes of State and 
Territorial income taxes paid in respect of income derived during year 
ended June 30, 1941, and subsequent years. The abolition of this 
deduction was borne in mind in fixing the proposed rates of tax for 
income year ended June 30, 1942. For example, the Commonwealth 
ordinary income tax on incomes derived by companies during income 
year ended June 30, 1942, has been fixed at 6/- in £. The 1941 rates 
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In most cases, taxpayers will. on or before June 30, 1941, have paid 
their State taxes on income derived by them up to June 30, 1940. In 
some cases, however, the liability for these State taxes was not deter- 
mined by the Taxation Departments in time to enable the assessments 
to be paid on or before June 30, 1941. -In order to give equitable 
treatment to this class of taxpayer a new subsection (1A) has been 
inserted in S. 72 which provides, in effect, that amounts of State and 
Territorial income tax paid after June 30, 1941, and before July 1. 
1944, on incomes derived by taxpayers during income years. ended 
June 30, 1938, 1939 and 1940. shall be allowable deductions from 
income of income year ended June 30, 1941. The assessments of 
income year ended June 30, 1941, will be amended to enable this 
concession to be granted upon application to the Deputy Commissioner. 
New S. 170 (10) provides that nothing in S. 170 shall prevent the 
amendment, at any time, of an assessment for the purpose of allowing 
the deduction provided in S. 72 (1A). 

A 
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PAYMENTS BY EMPLOYERS TO EMPLOYEES ON ACTIVE SERVICE 


Section 4 of the New Zealand Land and Income Tax Amendment 
Act of 1939 provides that the wages, salary or allowances paid to an 
employee in respect of any period after he is called up for service in the 
naval, military or air forces (in New Zealand or elsewhere) may be 
allowed as a deduction to the employer, but such deduction must not 
exceed the rate of wages or salary payable to the employee at the time 
when he was called up, or £4 per week, whichever is the less. 

It was the practice of the New Zealand Income Tax Department to 
treat all payments by the employer including any excess over £4 per 
week as assessable income of the recipient, notwithstanding that such 
excess is not an allowable deduction to the employer. This practice 
was successfully challenged by a member of the New Zealand military 
forces (Louisson v. C. of T. [1942] N.Z.L.R. 30). 

In the above case, the appellant, who was a director and a salaried 
officer of F. Co., entered a military camp on October 1, 1939, and later 
proceeded overseas with the Second N.Z.E.F. On October 1, the 
directors of F. Co. passed a resolution that in the case of members of 
the staff enlisting for service with the N.Z.E.F., the difference between 
their pay as employees and their military pay would be paid by the 
company until March 31, 1940, the position to be further reviewed 
after that date. The difference in the present case was £453, of which 
£104 was allowed as a deduction of F. Co., i.e., six months at £4 per 
week. The appellant was assessed in respect of the full £453, but he 
contended that his assessable income should not have included the sum 
of £349, i.e., the difference between the above-mentioned sums of £453 
and £104. 

The New Zealand Supreme Court held: 

(1) That even assuming, without deciding, that the appellant was, 
bv virtue of Reg. 10 (b) of the New Zealand Occupational 
Re-estahblishment Emergency Regulations, 1940 (Serial No. 
1940/291), still in the employ of the company but not entitled to 
his salary by virtue of his contract with the company, which was 
terminated by his enlistment on October 1, the whole of the said 
payment of £453 was not paid “in respect of or in relation to the 
employment or service of the taxpayer” within S. 79 (1) (b) of 
the New Zealand Land and Income Tax Act, 1923. (Seymour v. 
Reed [1927] A.C. 554 and Beynon v. Thorpe (1928) 14 Tax 
Cas. 1 applied.) 

(2) That, assuming the £453 was paid in a lump sum, the said 
payment was not “income derived from any other source 
whatsoever” within S. 79 (1) (h) of the said Act. 

(3) That, therefore. the sum of £349 (as contended for by the tax- 
paver) should have been excluded from his assessable income. 

With regard to the first point, Fair J., after pointing out that the 
test laid down by the House of Lords in Seymour v. Reed was 
whether the payment was made as a “personal gift or present, or as 
remuneration,” went on to say: 

“If it was remuneration, it was salary; if paid as a personal gift, it 
was not salary, and, therefore, not income within such definition. So 
in this case the matter has to be approached on that basis. The 
decision seems to me to decide this: that in order to make the payment 
‘remuneration’ it has to be paid ‘in respect of’ the employment or 
service of the taxpayer in the sense of, by reason of, or as a consequence 
and result of such employment as the sole or, at least, the dominant 
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reason for the ‘payment. In this case the payment was made not 
tecatise of past services, because, as I pointed out during the argument, 
the resolution applied equally to all employees, even those who had been 
employed by the company for a very short time. It had the same 
application to such persons as to those who had been in the service 
of the company for many years, although the amount varied, of course, 
with the amount of the salary which any person was receiving at the 
time he enlisted. That seems to me to show that it was not given in 
respect of, or by reason of, the employment or service, although it was 
a condition of the payment that the persons to receive it should have 
been in the employment of the company when they enlisted. It seems 
to me that it was given out of a sense of appreciation of sacrifices made 
on the enlistment of employees of the company, and as a recognition 
of their public spirit in doing so. That seems to be the very type of 
motive that takes it out of the category of income or salary in the 
ordinary sense and takes it into the category of a personal gift or 
tribute, or present. The fact that the gift was made by making up 
the pay of the person who so enlisted to that which he had formerly 
received does not in my view make it any the less a gift not in respect 
of his employment. Nor does the fact that it was made to apply to 
all employees who enlisted seem to alter that conclusion. It was 
personal to each one who volunteered to serve with the Expeditionary 
Force.” 

On the second point, i.e., as to whether or not the payment was 
“income derived from any other source whatsoever,” this was decided 
on the footing that the £453 was paid in a lump sum. His Honour had 
already held that the payment was in the category “of a personal gift 
or tribute, or present.” Once it is conceded that a sum is in the 
nature of a gift, it is submitted, with respect, that it is immaterial 
whether the sum consisted of.a single outright gift or a succession of 
gifts. For example, a voluntary payment, such as a periodical allowance 
made by a father to a son, is not assessable income; it is merely a 
succession of gifts, each of which is voluntary and none of which need 
one be continued, cf. Stedeford v. Beloe (1932) 16 Tax Cas. 
at p. , 


CoMMONWEALTH INCOME TAX ON UNDISTRIBUTED INCOMES OF 
CoMPANIES 

Under the Commonwealth Income Tax Assessment Act of 1942, 
State and Territorial income taxes paid in respect of income derived 
during income year ended June 30, 1941 (or substituted accounting 
period), and subsequent years are not allowable deductions in calculating 
a taxpayer’s taxable income for purposes of Commonwealth income tax. 
Thus, for example, State income taxes paid in respect of income year 
ended June 30, 1941, during year ended June 30, 1942, will not be 
allowed as a deduction in calculating Commonwealth ordinary income 
tax in respect of income year ended June 30, 1942. 
_ As explained elsewhere, the abolition of the deduction of State 
income taxes paid was borne in mind in fixing the Commonwealth 
rates of ordinary income tax for income year ended June 30, 1942. 
There remained for consideration the problem of calculating the 
distributable income of a company for the purpose of levying additional 
tax on its undistributed income. During the passage of the 1942 Bill 
the definition of “distributable income” contained in S. 103 was amended 
to provide for a deduction from the taxable income of all State and 
Territorial taxes paid by a private company in the year of income if 
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such taxes have not been allowed or are not allowable as deductions 
under S. 72 in any assessment for any financial year. A corresponding 
alteration has been made to S. 160C (1) (i) which relates to the 
undistributed income of a non-private company. 

Under S. 72 (1A), inserted by the 1942 Act, a special deduction is 
allowed in assessments of income year ended June 30, 1941, of State and 
Territorial income taxes paid after June 30, 1941, and before July 1, 
1944, on incomes derived during income years ended June 30, 1938, 
1939 and 1940. Assessments of income year ended June 30, 1941, will 
be amended for the purpose of granting the above concession. 

The following examples illustrate the effect of the above amendments: 


Private Companies 

(1) The taxpayer company received its State income tax assessment 
for income year ended June 30, 1940, during year ended June 30, 
1941, and paid the tax before June 30, 1941. The company received 
its State income tax assessment for income year ended June 30, 
1941, during year ended June 30, 1942, and paid the tax before 
June 30, 1942. In respect of income years ended June 30, 1941, 
and subsequent years the company elected under S. 103 (3) for 
the purpose of ascertaining its distributable income, that, in lieu of 
deducting from its taxable income Commonwealth ordinary income 
tax paid in the year of income, there should be deducted Common- 
wealth ordinary income tax payable in respect of the income of that 
year of income. 


Income year ended June 30, 1941 
Taxable income for Commonwealth purposes .. .. .. .. £40,000 
N.B.—A deduction was allowed in respect of State income 
tax paid during year ended June 30, 1941, amounting to, 
say, £3,200, in calculating the above taxable income. 
Deduct Commonwealth income tax payable— 








EET AE Wa Sb a0 be a6 da Se 06 sede es 8,000 
0 ee ee ee ee es eet 
eee a eee ee 
Undistributed amount subject to private company tax .. £12,000 





Income year ended June 30, 1942 
Taxable income for Commonwealth purposes .. .. . £50,000 
N.B.—A deduction was not allowed in respect of State 
income tax paid during year ended June 30, 1942, in 
calculating the above taxable income. 
Deduct— 
State income tax paid during year ended 
June 30, 1942, in respect of taxable income 
of year ended June 30, 1941, say .. .. .. £4,500 
Commonwealth ordinary income tax payable 
in respect of income year ended June 30, 
1942—-£50,000 at 6s. in #.. .. .. .. .. 15,000 
Commonwealth private company tax paid 
during year ended June 30, 1942, in respect 
of undistributed income of year ended June 
ees PP os dd 00cm: saree od ak™an 7,000 





26,500 
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ND oe pay We HS Se Seles cc os oe SER 
CC a ee a 





Undistributed amount subject to private company tax £3,500 





It will be seen that in the above class of case the allowance in 
calculating the distributable income of year ended June 30, 1942, 
of State income tax paid during that year in respect of income 
derived during year ended June 30, 1941, is a handsome concession 
because in addition the taxpayer company receives a deduction of 
Commonwealth ordinary income tax payable for year ended June 
30, 1942, which, at 6s. in £, includes approximately what would 
otherwise have been payable in State income tax for that income 
year. 

(2) The taxpayer company paid its State income taxes for income 
years ended June 30, 1940, £3,200, and 1941, £4,500, during year 
ended June 30, 1942. It made the election under S. 103 (3). 


Income year ended June 30, 1941 


Taxable income for Commonwealth purposes .. .. .. .. £43,200 
N.B—A deduction was not allowed in the original 
assessment in respect of State income tax because that 
tax, amounting to £3,200, was not paid until year 
ended June 30, 1942. 
Deduct Commonwealth income tax payable—£43,200 at 





IDL bas Ub ts. We nw wa be 36 Ge 06 00 0% 08 8,640 
a. as oe kw ae: he. .ob- ne: -o: bu. ee 
i 





Undistributed amount subject to private company tax as 
ET ES 0 bc ce on 6 40.00 ce as ae ce SAD 





As the company paid State income tax amounting to £3,200 in 
respect of income year ended June 30, 1940, during year ended 
June 30, 1942, it should apply to the Deputy Commissioner con- 
cerned for the issue of amended assessments in respect of both 
Commonwealth ordinary income tax and private company tax for 
income year ended June 30, 1941, in order that the deduction under 
new S. 72 (1A) may be granted: 

Amended taxable income for Commonwealth purposes .. £40,000 


N.B.—Taxable income as previously assessed, £43,200, 
less deduction under S. 72 (1A) of State income tax 
paid during year ended June 30, 1942. 


Deduct Commonwealth income tax enaeae at 





ee alee nek? are) le “chan: Seth 286 des nine oh: we Os 8,000 
£32,000 
ESS: ait 6, ka enon oehee an ge: Uk NS 40.06 ee 


Undistributed amount subject to private company tax 
under amended assessment .. a. waned arn . £12,000 
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Income year ended June 30, 1942 


Taxable income for Commonwealth purposes .. .. .. £50,000 
N.B.—A deduction was not allowed in respect of 1940 

and 1941 State income taxes paid during year ended 

June 30, 1942, in calculating the above taxable income. 


Deduct— 
State income tax paid during year ended June 
30, 1942, in respect of taxable income of 
year ended June 30, 1940, viz., £3,200. This 
sum is not deductible in calculating the 
distributable income of year ended June 
30, 1942, as it is an allowable deduction 
for year ended June 30, 1941, by way of 
amended assessment .. .. .. «1 «+ «s Nil 
State income tax paid during year ended 
June 30, 1942, in respect of taxable income 
of year ended June 30, 1941 .. .. .. .. £4,500 
Commonwealth ordinary income tax payable 
in respect of income year ended June 30, 


JULY 





1942—-£50,000 at 6s. in £.. .. .. .. . 15,000 
Commonwealth private company tax paid 
during year ended June 30, 1942, under 
original assessment in respect of undistri- 
buted income of year ended June 30, 1941, 
a Ce Ge us be eo Se. Se. 2k Hu ee Se ks 9,200 
28,700 
N.B.—When the amended assessment of private company 
tax is issued during, say, year ended June 30, 1943, in 
respect of income year ended June 30, 1941, the private 
company tax will be reduced to £7,000, as in example 
(1), and the refund of £2,200 will be deducted from 
income tax allowable in calculating the distributable 
income of income year ended June 30, 1943. 
£21,300 
SUE bo fae cc 6a ha 696s WO Bi se ce 





Undistributed amount subject to private company tax £1,300 








The next example, embodying different facts, relates to a non- 
private company, but the method of dealing with State taxes paid 
applies with full force to private companies. 


Non-private Companies 


(4) The taxpayer company received its State income tax assessment 





for income year ended June 30, 1940, during year ended June 30, 
1941, and paid the tax, amounting to £7,000, before June 30, 1941. 
It received its State income tax assessment for income year ended 
June 30, 1941, during year ended June 30, 1942, and paid the tax, 
amounting to £12,000, before June 30, 1942. During year ended 
June 30, 1943, the company received and paid amended State 
income tax assessments for years ended June 30, 1937 to 1941 
inclusive, as follows: 
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Year ended Increased 
June 30 State taxes 
ee ee ee ae ee 
a AE Ne so i ae, ae hs me eis) sane 5,200 
NN ee Ce a Se ak Rola ete as Bi 6,100 
SoA Bren i nie tag as le A SA OR 3,700 





Total State taxes paid during year ended June 30, 1943 £23,700 


Income year ended June 30, 1941 


Taxable income for Commonwealth purposes .. .. .. £104,000 
N.B.—A deduction was allowed in respect of State income 
tax paid during year ended June 30, 1941 (amounting 
to £7,000, as originally assessed), in calculating the 
above Commonwealth taxable income. 
Deduct— 
Commonwealth ordinary income tax paid, 
Sy 66 ch. 66-60 0s. ns. 00 Oh oe tere sn «6 
N.B.—A non-private company is not granted 
a right to deduct Commonwealth ordinary 
income tax payable instead of paid, similar 
to that granted to private companies under 











S. 103 (3). 
Super tax paid .. .. ee eT 3,750 
War-time (Company ) tax (je tai bb be 40 ee Nil 
11,750 
Dietetbetaiis Mceeee ow 6c ce cc ce cc as cc ce cece ee BZD 
EE a as! dw. 0p. eb BO ee eee Oe ae 50,000 
Undistributed income subject to further tax at 2s. in £ 
ee ee WIN oe 5k eres se He WE oe ae es cs GER 








As the company paid State income tax for income years ended 
June 30, 1938, 1939 and 1940 after June 30, 1941, and before July 
1, 1944, it is entitled to a deduction of the sums so paid in its 
assessments in respect of Commonwealth ordinary income tax and 
further tax on undistributed income for year ended June 30, 1941, 
and should request that amended assessments be issued: 
Taxable income as originally assessed, which included a 
deduction of State income tax paid of £7,000, as above £104,000 


Deduct— 
Additional State income taxes paid during year ended 
June 30, 1943— 
Income year 
ended June 30 
Oe ee ee ee 
SS ee ee ee el 


15,200 








Amended taxable income . 
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ee ae an see cee ae al 
Dividends paid .. .. .. .. .. 


Undistributed income subject to further tax at 2s. in £ 
CRE PEED GR on co ce 06 00 00 0 


Year ended June 30, 1942 
Taxable income for Commonwealth purposes . 
Deduct— 
Commonwealth ordinary income tax paid in 
respect of income year ended June 30, 


N.B.—The company will subsequently re- 
ceive a refund of £3,040 Commonwealth 
ordinary income tax over-assessed, and this 
sum will be brought to account in calculat- 
ing the distributable income of the year of 
receipt. 

Commonwealth super tax paid in respect of 
income year ended June 30, 1941 — 


N.B.—The company will subsequently re receive 

a refund of £760 super tax, and this sum 

will be brought to account in calculating the 

distributable income of the year of receipt. 
War-time (Company) tax paid .. .. .. .. Nil 
Commonwealth tax paid on undistributed in- 

come in respect of year ended re 30, 


N.B —The company will subsequently receive 
a refund of £1,520 Commonwealth tax on 
undistributed income over-assessed, and this 
sum will be brought to account in calculat- 
ing the distributable income of the year of 
receipt. 

State income tax paid in oes of income 


Distributable income .. 
Dividends paid . 


Undistributed income subject to further tax at 2s. in £ 
(£2,802) on . 


Year ended June 30, 1943 
Taxable income for Commonwealth purposes .. 
Deduct additional State income taxes paid 
during year ended June 30, 1943, which are 
not allowable deductions under S. 72 in 
calculating the company’s taxable income of 
any year— 


Deduct— 
Commonwealth ordinary income tax paid .. £8,000 
Commonwealth super tax paid... ........ 3,750 





1941—£104,000 at 4s. in Zé. bé ke ow ee 


£99,000 at Ils. in #.. .. ; 4,950 


og PORTE ee ‘ 4,225 


year ended June 30, 1941, say .. .. .. .. 12,000 












































11,750 


£77,050 


50,000 





£27,050 








- £120,000 


41,975 


£78,025 
50,000 





£28,025 








£80,000 
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Income year 

ended June 30 
A 
ee eee 





£8,500 
Commonwealth ordinary income tax paid 

in respect of income year ended June 

30, 1942—£120,000 at 6s.in#...... 36,000 
Commonwealth super tax paid in respect 

of income year ended gual 30, 1942— 

£115,000 at ls. in Z.. .. , R 5,750 
War-time (Company) tax ——r Nil 
Commonwealth tax paid on undistributed 

income in respect of year ended June 30, 


TEE bn. 00. +5100 Souse 6. #0. 04, 00.94 2,802 





£53,052 
Less refunds in respect of amended assess- 
ments for year ended June 30, 1941, as 











above— 
Commonwealth ordinary income 
Sinus ba be ee 
Commonwealth super "he 760 
Commonwealth tax on  undis- 
tributed income .. .. .. .. .. 1,520 
5,320 
47,732 
Undistributed income subject to further tax .. .. .. .. £32,268 





N.B.—If the whole of the additional State taxes for income years 
1937 to 1941 inclusive, totalling £23,700, had been paid on July 1, 
1944, or thereafter, no part thereof would be an allowable deduc- 
tion in calculating the taxable income of any year, but the whole 
of the sum would be deductible in calculating the distributable 
income of a private or non-private company of the income year 
in which the sum was paid. 


CONTRIBUTIONS TO SUPERANNUATION, Etc., FuNps 
In the June, 1942, issue of the journal there appeared at p. 278 a 
summary of a decision by the Taxation Board of Review concerning the 
provisions of S. 78 (1) (b) of the Commonwealth Income Tax Assess- 
ment Act. In view of the importance of this subject, the Chairman 
of the Board of Review has kindly consented to the publication of the 
Board’s reasons: 

“1. The taxpayer company objects to the Commissioner’s disallowance 
of its claim to deduct from its assessable income of the year ended 
30th June, 1940, a sum of £200 which is debited to the company’s 
profit and loss account for that year as ‘Allocation to Staff Fund— 
Serving Fighting Forces.’ In the balance sheet at that date the sum 
is shown as a liability and described as ‘Trust Fund—Staff Fighting 
Forces (in course of incorporation).’ 

“2. The claim was made under Section 78 (1) (b) which—subject to 
a condition which has in this case been fulfilled—provides that the 

following shall be allowable deductions— 
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‘Sums which are not otherwise allowable deductions and which are set 
apart or paid by the taxpayer in the year of income as or to a fund to provide 
individual personal benefits, pensions or retiring allowances for employees 
who are residents and are engaged in his or any business or class of business, 
or dependants of such employees, if the rights of the employees or dependants 
to receive the benefits, pensions or retiring allowances are fully secured.’ 


The decision in this case depends solely upon the proper construc- 
tion of the terms of an indenture made on 11th November, 1940, 
between the company of the one part and three persons (called ‘the 
present trustees’) of the other part. The principal clauses of the 
deed are— 


Clause 2. A fund to be called —— Trust Fund shall be constituted and 
established. 

Clause 3. Such fund shall consist, in the first instance, of the sum of Two 
hundred pounds (£200) and there shall be added to the fund all contributions 
and additions which are to be carried to it as hereinafter provided, and the 
income of the fund and of the investments for the time being representing the 
same shall also be added to the fund. 

Clause 4. The fund shall be vested in the present trustees or their successors 
in the trust. 

Clause 6. The company proposes to contribute from time to time to the 
fund all such sum or sums of money as the company shall determine but the 
company is not bound to make such contribution. 

Clause 7. The fund is to be regarded as primarily established for the benefit 
of its employees both past and present and any employee who although not 
receiving remuneration from the company was on leave of absence from the 
company in England for the purpose of acquiring practical experience in a 
business which supplies commodities to the company and who for active 
service in the present War became members with either the British or 
Australian Land Sea or Air Forces and whose character and length of service 
may in the sole judgment of the Trustees entitle them to a claim in it, and 
secondly, for the purpose of assisting dependants of such employees but 
nothing herein contained shall be construed that all such employees and/or 
dependants shall be entitled to a benefit from the fund it being the intention 
that the decision of the trustees as to who shall receive a benefit from the 
fund shall be conclusive. 

Clause 8. The trustees may withdraw or modify or terminate any allowance 
when in their opinion the circumstances or conduct of the recipient shall 
justify them in so doing. 

Clause 9. An allowance as aforesaid is to be regarded as strictly personal 
and cannot be assigned charged or alienated in any way and any attempt to 
assign charge or alienate shall terminate the allowance but without prejudice 
to the trustees’ discretion to continue the same if they think fit after an 
interval or otherwise. 

Clause 10. In fixing the amount of each allowance and in making any 
modification therein the trustees may exercise their discretion with reference 
to all the circumstances. 

Clause 16. The company may from time to time by instruments in writing 
under its common seal with the assent in writing of the trustees alter all or 
any of the regulations contained in these presents for the time being relating 
to the fund hereby constituted, and make new regulations to the exclusion of, 
or in addition to, all or any of the regulations for the time being relating 
to such fund; and the regulations so made and for the time being in force 
shall be deemed to be regulations in relation to the fund of the same validity 
as if they had been originally contained in these presents, and shall be 
subject in like manner to be altered or modified by any subsequent instrument 
in writing as aforesaid. For the purposes hereof all the provisions herein 
contained shall be deemed to be regulations in relation to the fund. 

Clause 17. The trustees in the exercise of the authorities and discretions 
hereby vested in them shall have an absolute and uncontrolled discretion 
and may exercise the same from time to time and at any time. 

Clause 21. If the company shall at any time give to the trustees notice 
in writing stating that the company does not intend to make any further 
contributions to the fund or an order shall be made or an effective resolution 
shall be passed for the winding up of the company or when the longest liver 
of the now existing children of His Majesty King George VI shall die the 
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fund shall be realised and shall be distributed to the beneficiaries under the 
trust as shall be determined by the trustees and shall not revert to the 


company. 

“4. It is not disputed that the sum of £200 referred to in Clause 3 is 
the sum previously set aside by the company and described (as 
above) in its accounts. It is clear, therefore, that the sum was 
‘set apart or paid by the taxpayer during the year of income as or 
to a fund.’ 

“5.In view of the facts and the terms of Section 78 (1) (b) the 
deduction claimed is allowable if (and only if), upon a proper 
construction of the deed, an affirmative answer can be given to each 
of the following questions : 

(1) Is the fund so constituted as to provide ‘individual personal 
benefits, pensions or retiring allowances’? 

(2) Is it established that the persons to receive such benefits, 
etc., will be within the classes prescribed? 

(3) Are the rights of such persons to receive the benefits, etc., 
fully secured? 

“6. The trust deed now under notice provides for benefits in the form 
of allowances to individuals. Every allowance from the fund is 
to be ‘strictly personal’ and cannot be assigned, charged or alienated. 
The trustees have an unfettered discretion not only as to the grant 
and the amount of every allowance, but also as to its modification, 
withdrawal, termination or renewal. 

“7. Whatever alterations might in future take place as a result of any 
exercise of the powers given in Clause 16, we have to consider the 
purpose of the fund as it is at present constituted. In our opinion, 
the first of the three questions set out above should be answered in 
the affirmative. 

“8. As to the second question, the only kind of fund which satisfies 
the requirements of paragraph (b) of Section 78 (1) is a fund to 
provide benefits, etc., for ‘employees who are residents and are 
engaged in his or any business or class of business or dependents 
of such employees.’ We have no doubt that to be within the 
prescribed classes employees must be ‘residents’ employed when 
the fund was established or at any time during its existence. In 
the present case this means residents employed in the taxpayer’s 
(or some other) business on or after 11th November, 1940 (the 
date of the trust deed). 

“9. Clause 7 of the deed states that ‘the fund is to be regarded as 
primarily established for the benefit of its employees, both past and 
present . . . and secondly for the purpose of assisting dependents 
of such employees . .. .’ It therefore applies not only to 
employees, but also to persons whose employment ceased before 
1lth November, 1940, and to dependents of such persons. We are 
of opinion that such persons are not ‘employees’ for the purpose 
of the enactment. 

“10. Our opinion is strengthened by a consideration of the terms of 
paragraph (c) of Section 78(1), which allows deductions of a 
kind similar to those allowable under the preceding paragraph. 
Paragraph (b) refers to ‘benefits, pensions, or retiring allowances 
for employees’ (and their dependents), while paragraph (c) speaks 
of ‘pensions or retiring allowances to persons who are or have been 
employees or dependents of employees.’ The difference in the 

wording just quoted is too significant to need any emphasis, and 
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supports our view that a strictly literal construction should be 
placed on the phrase ‘employees who are . . . engaged in his or 
any business... .’ 

“11. A further requirement of paragraph (b) is that employees who 
may benefit—or whose dependents may benefit—by a particular 
fund must be ‘residents.’ The company’s scheme is wide enough 
to apply to ‘non-resident’ employees or their dependents—see 
Clause 7 of the trust deed. 

“12. To sum up, the classes to receive the benefits include persons who 
may be neither residents nor employees at any time during the 
existence of the fund and, in view of the trustees’ discretionary 
powers, such persons may be the only persons actually to receive 
the benefits. We consider, therefore, that the second question— 
see paragraph 5—should be answered in the negative. 

“13. Additional and possibly stronger reasons for rejecting the com- 
pany’s claim appear when we inquire whether ‘the rights of the 
employees or dependents are fully secured’—our third question. 
The fund is entirely dependent on contributions by the company, 
and the terms of the trust deed make it plain that the grants for 
which the deed provides are within the uncontrolled discretion of 
the trustees. As each grant is to be purely an act of grace, it is 
impossible to hold that any employee or dependent has any right 
to an allowance. 

“14. It is obvious that until the happening of one of the events specified 
in Clause 21 of the trust deed, neither employees nor their 
dependents have any rights to receive ‘individual personal benefits, 
pensions, or retiring allowances.’ Until such happening they, as 
individuals, have no more than expectation. And even when the 
fund is realised and the trustees have the obligation of distributing 
it under the terms of Clause 21, no employee or dependent could 
set up a claim to any individual personal benefit from the fund. 
When making the final distribution the trustees could limit the 
benefits to persons who were not employees (or dependents of 
employees) or were not ‘residents’ at any time during the existence 
of the fund. For those reasons, we do not think it can be said 
that the rights (if any) which employees or dependents may have 
are fully secured. 

“15. In our opinion the Commissioner properly disallowed the deduction 
claimed.” 

RATES AND Lanp Tax 
Deduction in Commonwealth Income Tax Assessments 

It is proposed to amend S. 72 (1) by limiting the allowance for rates 
and land tax to the extent to which those rates or taxes are charged or 
levied in respect of property held by the taxpayer for the purpose of 
producing assessable income. 

In lieu of the allowance of a straight-out deduction of rates and land 
tax on non income-producing property, it is proposed to allow the 
taxpayer a concessional rebate of tax calculated by applying to the 
amount of non-ailowable rates and land tax the rate of tax appropriate 
to a taxable income from personal exertion (whether the taxpayer’s 
income consists of personal exertion income or property income, or 
both) equal to the total taxable income of the taxpayer. 

The following example is supplied by the Commonwealth Treasurer 
in the Explanatory Memorandum issued with the Bill: 
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Personal 
Exertion Property Total 
Taxable Income £800 £200 £1,000 
Rate of Tax 61-°43d. 767874. ae 
Tax £204 15s. 3d. £63 19s. 9d. £268 15s. 
Non-allowable rates and 
land tax £50. Rebate 
of tax £50 at 61-°43d. 
in £1 = = £12 16s. 
Tax Payable ko - £255 19s. 


New South WaALEs AcT 
Interest and Dividends Paid by Companies to Non-residents 


The provisions of the New South Wales Income Tax Management 
Act, 1941, relating to the deduction of tax at the source in respect of 
interest and dividends paid by companies to non-residents of New 
South Wales were fully discussed in the April, 1942, issue of the journal. 

The Commissioner of Taxation has now ruled that the rate of tax 
to be applied in respect of interest or dividends paid to an individual 
non-resident of New South Wales, but a resident of Australia, is 6d. in 
the £1, if at the time of such payments the aggregate amount paid to 
him during the financial year does not exceed £200. Where the 
payments, together with previous payments, exceed £200, the rate is 
1/- in the £ on the interest or dividends being paid. In view of this 
ruling, the examples quoted on page 158 of the April issue of the 
journal require to be amended as follows: 


Example (1) 
Rate of Tax Tax payable 


in £ by company 

Dividend, November, 1941 .. .. £160 6d. £4 0 0 
Dividend, May, 1942... .. .. .. 120 1/- 6 0 0 
£280 £10 O O 











(Note: Under the previous illustration, the tax payable was £14.) 
Example (2) 
Rate of Tax Tax payable 


in £ by company 

Dividend, November, 1941 .. .. £80 6d. £2 0 0 
Interest, December, 1941 .. .. 40 6d. 100 
Dividend, May, 1942... .. .. .. 80 6d. 20 0 
Interest, June, 1942 .. .. .. 20 1/- 100 
£220 £6 0 0 


(Note: Under the previous illustration, the tax payable was £11.) 


PROVISION FOR REDUCTION OF REBATEABLE GIFTS AND CALLS 
WuHuereE THEY EXcEED THE TAXABLE INCOME 

New Section 160AC of the Commonwealth Income Tax Assessment 

Act provides that, where the sum of the amounts in respect of which the 

taxpayer is entitled to a rebate under S. 160 (2) (g) (rebateable gifts) 
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and S. 160AA (rebateable calls) exceeds his taxable income, each such 
amount shall be reduced by a sum which bears to the excess of the 
total of the gifts and calls over his taxable income the same proportion 
as each such amount bears to the total of the gifts and calls. 

The first of the following examples illustrates the purpose of the 
above provisions, but the two succeeding examples reveal that there are 
circumstances in which the new section is unsatisfactory to the taxpayer: 


Example (1) 











Taxable income wholly derived from personal exertion .. .. £1,000 
Rebateable gifts (S. 160 (2) (g)) - Te ee ee 
Guemmenmees Gee (SD. BGDAA) 260 isos ce wecse sc cece ss 1 

£1,500 
Excess of gifts and calls over taxable income .. .. .. .. .. ~ £500 


| 


Rebateable gifts reduced to: 
300 














£300 — (T3090 of £500) = £200 
Rebateable calls reduced to: 
£1,200 — (1:7 of £500) = 800 
" 1,500 J 
ee ee 
Taxable income, £1,000, @ 61°43d. = 
i Ch 6 6s 6 oe 50 we 203s 04 ee ee oe 
Rebateable gifts: 
£200 @ 61:43d. = £51 310 
Rebateable calls: 
£800 @ o = = 68 5 1 
£119 811 
Increased to .. .. 119 9 0 
PE ED 65" sa wo. diledeei ns ae. ce ee de, ee ee 


In the above example, the taxpayer benefits by the rebate in respect 
of calls, viz.: 


Taxable income, £1,000, @ 61:43d. 


= £255/19/2, reduced to .. «. re =o) 
Rebateable gifts in respect of full amount paid: 
£300 @ 61-43d. = £76/15/9, increased to .. .. .. .. 76 16 0 





£179 3 0 


In the next example, there is no benefit to the taxpayer in respect 
of calls paid, while in the third example the taxpayer is adversely 
affected by the presence of rebateable calls in his assessment. 
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Example (2) 














Taxable income wholly derived from personal exertion .. ..° £1,000 
Rebatesbie gifts (S. 160 (2) (@)) .. 2. cc cs ce ce ce oc £600 
YO, ED an dc hs ee be Good 66 00 oe 900 

£1,500 
Excess of gifts and calls over taxable income .. .. .. .. .. £500 








Rebateable gifts reduced to: 
a 














£600 — (i900 of £500) = £400 
Rebateable te reduced to: 
£900 — (ram of £500) = 600 
BT a a 
Taxable income, £1,000, @ 61°43d. = 
SE OD Ss-20 ao se. oe 06 ue co ce oe GD © 
Rebateable gifts: 
£400 @ 61°43 = £102 7 8 
Rebateable calls: 
1600 @ SE = 51 3 10 
£153 11 6 
Reduced to .. .. 133 11 0 
ee EEE os: 60.00 We enue bane 06 20 6 es ee 


In the above example, the taxpayer would have been in exactly the 
same position if he had not paid the calls during the year of income, viz. : 


Taxable income, £1,000, @ 61-43d. 











am Ereesaey a, Commend GD .. cs ck cc es 0s ce cw ee SBS 19 O 

Rebateable gifts : 
£600 @ 61:43d. = £153/11/6, reduced to.. .. .. .. 153 11 O 
£102 8 0 

Example (3) 
Taxable income wholly derived from personal exertion .. .. £1,000 
Rebateable gifts (S. 160 (2) (g)) - i aeereered: Se! ae 
Rebateable calls (S. 160AA) . ee ee ee 600 
£1,500 





Excess of gifts and calls over taxable income .. .. 
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Rebateable gifts reduced to: 














900 
=~ = £600 
£900 (500 of £500) 
Rebateable calls reduced to: 
600 
ne = 400 
£600 (1500 of £500) 
Taxable income .. .. ........ +--+. +. £1,000 
Taxable income, £1,000, @ 61:43d. = 
S255 /19/2, wettared to 2... 5 ne te oe ce oe oe os £255 19 0 
Rebateable gifts: 
600 @ 61.43d. = £153 11 6 
Rebateable calls: 
£400 @ — a “ui27 
£187 14 1 
Reduced to .. .. 187 14 0 
TR ES on ci we ans tei ee ee ts a SE 8 8 





In the third example, the taxpayer would have been in a better 
position under the Commonwealth income tax law if he had not paid the 
calls, viz. : 


Taxable income, £1,000, @ 61.43d. 


ss £255/19/2, vodced to .. 2. 2. 2s cc ce ss oe ee AEBS 19 O 
Rebateable gifts: 

£900 @ 61:43d. = £230/7/3, reduced to .. .. .. .. 230 7 0 

ee eae 





The rebate in respect of the calls has thus proved to be a Greek gift 
to the extent of £42/13/- (£68/5/- — £25/12/-). 

It is probable that few taxpayers will be adversely affected, but there 
may be enough to warrant an amendment to S. 160AC. 


CoMMONWEALTH INCOME TAX REBATE IN RESPECT OF 
GOVERNMENT LOAN INTEREST 

The following new section has been inserted in the Commonwealth 
Income Tax Assessment Act by the amending Act of 1942: 

“160AB. A taxpayer shall be entitled to a rebate in his assessment 
of an amount of two shillings for every pound of interest which is 
included in his taxable income and which is derived from bonds, 
debentures, stock or other securities issued by— 

(a) The Government of the Commonwealth, except ‘securities to 

which section twenty of the Commonwealth Debt Conversion 
Act, 1931, or sub-section (2) of section fifty-two B of the 
Commonwealth Inscribed Stock Act, 1911-1940, applies; 
(b) the Government of a State; or 
(c) any public or municipal trust, body, corporation or bank consti- 
tuted under any State Act if, under the law of that State. the 
interest was, at the commencement of this section, exempt from 
tax imposed upon incomes by that law, irrespective of whether 
the interest was payable to a resident or a non-resident of that 
‘State, or, where the bonds, debentures, stock, or other securities 
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are issued after the commencement of this section, if the 
prospectus or conditions of the loan provide that the interest 
shall be exempt from tax imposed by the law of that State 
irrespective of whether the interest is payable to a resident or 
non-resident of that State.” 

The new section makes a concession to taxpayers in respect of interest 
on Commonwealth loans, the interest of which is not subject to the 
concessional rate of tax provided by S. 20 of the Commonwealth Debt 
Conversion Act, 1931, or by S. 52B of the Commonwealth Inscribed 
Stock Act, 1911-1940. The concession also extends to interest on State 
Government loans and loans issued by certain public bodies in the States 
under conditions that guarantee exemption from State income tax. 

The interest on current Commonwealth loans issued prior to March, 
1940, is subject to the Commonwealth rates of income tax for year of 
tax ended June 30, 1931, and these rates are considerably lower than 
the current Commonwealth rates. Moreover, the interest on these 
loans is free of State income tax. As S. 20 of the Commonwealth 
Debt Conversion Act and S. 52B of the Inscribed Stock Act are still 
in operation, interest on loans issued prior to March, 1940, will continue 
to be taxed at the 1930-31 Commonwealth rates. 

Unlike its predecessors, the interest on the Commonwealth loan 
issued in March, 1940, and on all succeeding loans is subject to full 
Commonwealth income tax at the rates in force during their currency, 
but such interest has been declared to be exempt from State income tax. 
Although, technically, the tax imposed by the 1942 Rating Act is a 
Commonwealth income tax, the rates so imposed are intended to produce 
substantially the same amount of revenue as is received from the 
combined Commonwealth and State income taxes. If, therefore, interest 
on a loan issued on and after March, 1940, were exposed to the full 
Commonwealth income tax imposed by the 1942 Rating Act it would 
be tantamount to levying State income tax on such interest. For this 
reason new S. 160AB provides for a rebate of 2/- in the £ on all such 
interest which is included in a taxpayer’s taxable income. This is the 
exact difference between the Commonwealth rate of ordinary income 
tax imposed on companies by the 1941 Act, viz., 4/- in £, and the rate 
imposed by the 1942 Act, viz., 6/- in £. The rebate of 2/- in £ has also 
been applied to individuals as a measure of rough justice to them. 

The rebate of 2/- in £ will be allowable also on future loans issued 
by the Commonwealth and loans issued by the States and local bodies 
if, in regard to the last-mentioned loans, the prospectus or conditions 
of the loan provide that the interest shall be exempt from State income 
tax. The rebate is allowable in those cases only where the interest is 
exempt from State income tax, irrespective of whether the recipient of 
the interest is resident or not resident in the State. 

The following examples illustrate the provisions of S. 160AB: 

Example 1—A taxpayer’s taxable income for year ended June 30, 
1942, is made up as follows: 


Income from rent .. .. . ssa ve oe 
Interest from Commonwealth Conversion ‘Loan— 
ES ea 
Interest from Commonw ealth Loan— 
34% November 15, 1957 .. .. .. .. .. .. .. -. 10 





Taxable income .. 
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Assessment: 
£600 @ 76°787d. in £ = £19119 4 
£300 @ 14:3906d. in £ = 17 19 9 
£100 @ 76:787d. in £ = 31 19 11 
£241 19 O 


Less S. 160AB rebate—£100@2/- 10 O O 
Be wile «<6 ce ts oe os See © 





Example 2.—A private company derived the following taxable income 
for year ended June 30, 1942: 











Income from trading business .. .. é 20 40 ee Se 
Interest from Commonwealth Conversion Loans— 
4% December 15, 1955 .. .. .. .. .. -- £200 
269 Hevember 15, 96) .. «0 os seco ee 
— 300 
Interest from Commonwealth Loan— 
EE Se ee ee eee 
CO ee 
Assessment: 
£600 @ 6/- = £180 0 0 
£300 @ 1/4 = 20 0 O 
£100 @ 6/- = 30 0 0 
£230 0 0 
Less S. 160AB rebate—£100@2/- 10 0 O 
Tax payable... .......... #220 0 O 


The company, which is owned by two shareholders equally, pays a 
dividend of £780 out of the profits for year ended June 30, 1942. 
Assuming the shareholders have no other income, the taxes payable by 
them would be as follows: 














Shareholder A: 
Taxable income (dividend) .. .. .. .. .. .. -. -- £390 
£250 ‘@ 23d. in £ = £27319 2 
£140 @ 76d. in £ = 44 6 8 
£68 5 10 
Increased to £68 6 O 
Shareholder B: 
CS ee eee 68 6 0 
£136 12 0 
Payable by company .. .. .. .. .. £220 0 0 
Payable by shareholders .. .. .. 13612 0 


MEE 64.06. a0 0k 40. Nene el EO 
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It will be seen that the shareholders are exposed to the full Common- 
wealth current rates of tax on the dividends received by them. By the 
abolition of S. 45 they are no longer entitled to be taxed at the 1931 
rates in respect of that part of the dividend paid out of the 4 per cent. 
and 3} per cent. loans. Although a rebate is granted to the company 
under S. 160AB in respect of interest on the 33 per cent. loan, no such 
rebate is granted to the shareholders in respect of dividends paid out of 
such interest. 


ABOLITION OF THE CEILING REBATE 

Section 160 of the Commonwealth Income Tax Assessment Act 
provided for a rebate where the combined Commonwealth and State 
taxes on income derived during income year ended June 30, 1941 (or 
substituted accounting period), exceeded 18/- in #. 

The amending Act of 1942 has abolished S. 160. The rebate provided 
by that section is certainly no longer required in the case of individuals, 
as in no case will an individual pay 18/- in £ under the 1942 Common- 
wealth Rating Act on his total taxable income of income year ended 
June 30, 1942 (or substituted accounting period), the rate on highest 
stratum: of income being 18/- in £. 

It may be possible that there are isolated companies which will pay 
more than 18/- in £ on their taxable incomes. The following are far- 
fetched examples of a private and a public company. 

Example (1) 
Private Company 
Taxable income of vear ended June 30. 1942, of private 
company, the whole of the shares of which are owned bv one 





shareholder .. .. .. . . £40,000 

Commonwealth ordinary i income tax payable thereon—£40.000 
at 6s. in £ (Taxpayer made election under S. 103 (3)) . 12.000 
£28,000 


New South Wales income tax paid during year ended June 30, 
1942. in respect of previous year’s income (deductible under 


S. 103 as amended by the 1942 Act), say .. .. .. .. .. .. 4.000 
£24,000 
Commonwealth and New South Wales private company tax 
paid during year ended June 30, 1942... .. .. .. .. .... Nil 
Distributable income for purposes of private company tax .. £24,000 
Ree os wey el ae 2d be ae be ee ke ae Nil 
Undistributed amount .. .. .. .. 2... 2. ee ee ee eee £24,000 





The individual shareholder’s actual assessment for year ended June 
30, 1942, is: 
Assessable and: taxable income derived from property £10,000 


Tax on £10,000 at 196-84d.inf=............ #820113 0 





The tax payable by the shareholder, if he had received the undis- 
tributed amount of £24,000, would have been: 


£2,100 at 124-7619d. infé=................ £1,001 13 4 
£31,900 at 216d. inf=..................-. 28710 0 0 
£34,000 at 21036474. inf=................ E2001 13 4 











= £29801 13 0 
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The private company tax payable by the ee: is therefore: 





Tax including notional distribution .. .. . £29,801 13 0 
Actual tax payable by shareholder .. .. .. .. .. «. 8,201 13 0 

£21,600 0 0 
Em., Seeteee at Tie. OE ae 4. oe we ce ne cee co co Se 








The private company will therefore pay the following taxes in respect 
of its taxable income of year ended — 30, 1942, of £40,000: 





Ordinary income tax .. .. . i oo we? See 
Pepe GUI ONE bcos 00 60 as 00 oe be 08 Se dese | READ 
‘Fa Gh S900 of 24 Ge ie Boe 45 cc cd ck te ds ce =e” 


If the company had not paid any State income tax during year ended 
June 30, 1942, the position would have been: 








Commonwealth ordinary income tax .. . is ee oe ee SR 
Undistributed amount—#£28,000 at 18s. in <'s st soca te ee 
£37,200 

In this case the taxes are £1,200 in excess of 18s. in £, viz.: 
Actual taxes .. .. s a -on 0a be. 
Taxable income £40, 000—tax at 18s. j in vt = eer = 
mens Cane FE oc. nel is ck. ee ed 0c'se cs to tts SE 


Example (2) 
Non-private Company 
Taxable income of year ended June 30, 1942, of non-private 
EE eee 
Commonwealth ordinary income tax—£60,000 at 6s. in £ .. £18,000 
Commonwealth super waieenene less £5 vada £55,000 at 











Is. in £. ae 2,750 
Commonwealth further tax: on undistributed i income: 
Taxable income .. .. . .. .- £60,000 
Less taxes paid on previous year’ s ‘income of £20, 000 : 
Commonwealth income tax .. .. .. £4,000 
Commonwealth super tax .. .. .. «- 750 
Commonwealth further tax .. .. .. .. 1,000 
Commonwealth war-time epeadeg tax 10,014 
Pee SU OIE ok ns ee oe ee 4s 080 3,000 
18,764 
£41,236 
Dbeitemiie OOi8 o.oo: on oe cs 00 be de 06-00-00 0’ 5,000 
Further tax at 2s.in fon ........ .... +... £36,236 
3,623 





Commonwealth war-time (company) tax — actual 
capital employed .. .. .. .. «1 «+ «+ + «+ £18,000 


Deemed minimum capital employed .. .. .. .. .. £20,000 
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Taxable income .. .. . se 
Less Commonwealth ‘ordinary income tax payable 18,000 
Taxable profit .. .. i600 Se 66.06 46 om Ce 
Less percentage ‘standard . je 60 66 0m SE) 0€ 04 1,000 
Excess over percentage standard .. .. .. .. .. .. £41,000 
12% of £20,000 = £2400@39% =........ £936 
Remainder of excess, 38,600 @78% =........ 30,108 
£41,000 £31,044 
BORD SNE GUE oc 66-20 we 00 06 we 00: 00 00 00 08 2,750 
28,294 
£52,667 


Here again the total taxes are less than 18s. in £. 

As previously stated, the ceiling rebate applies to income year ended 
June 30, 1941, or substituted accounting period, and there is therefore 
no refund obtainable in respect of income year ended June 30, 1942, in 
cases where the taxes on that income exceed 18s. in £. 

Again, there are a number of cases where companies adopted a 
substituted accounting period which ended on a date subsequent to 
income year ended June 30, 1940, and where, by reason of this fact, 
the Commonwealth and State taxes on the income of that substituted 
accounting period exceeded 18s. in £. Under S. 104, tax is calculated 
as though the deemed dividend were distributed to the shareholders on 
the last day of the company’s accounting period and, where that date 
falls after June 30, 1940, i.e., during income year ended June 30, 1941, 
the tax is calculated with reference to the individual rates of tax applic- 
able to income year ended June 30, 1941, not 1940. This has in some 
cases, resulted in the total Commonwealth and State taxes payable by 
the private company being well in excess of 18s. in £, but as the 
assessments against the company were in respect of the accounting 
period substituted for year ended June 30, 1940, there is no rebate 
under S. 160. 

In the above classes of cases, the only relief possible is by way of 
application to the Hardships Board. 





CoMMONWEALTH INSTITUTE OF ACCOUNTANTS 
Finat EXAMINATION, APRIL, 1942 


CoMMONWEALTH INCOME TAx LAW AND PRACTICE 


Model Answers 
N.B.—The numbers in square brackets refer to the relevant 
paragraphs of Commonwealth Income Tax, by J. A. L. Gunn. 
Question 1 
State whether Dividends received from Companies as under are 
assessable in the hands of: 
(a) resident taxpayers, and 
(b) non-resident taxpayers. 
(1) Wholly ex-Australian Companies. 











326 THE AUSTRALIAN ACCOUNTANT JULY 


(2) Partly ex-Australian Companies, paid wholly and exclusively 
out of ex-Australian profits. 
(3) Wholly Australian Companies, paid out of assessable income— 
(a) by cash, 
(b) by bonus shares. 
(4) Gold Mining Companies— 
(a) in Australia, 
(b) in other countries. 





Answer 1 
a) ——— 
Resident taxpayers. Non-resident taxpayers. 
(1) Assessable if dividend 


declared on or after 


30th October, 1941. Exempt. 
(2) do. do. Exempt. 

(3) (a) Assessable. Assessable. 
(b) Assessable. Assessable. 
(4) (a) Exempt if dividend Exempt if dividend 
paid wholly and paid wholly and 
exclusively out of exclusively out of 
exempt gold mining exempt gold mining 

income. income. 


(b) Assessable if divi- 
dend declared on or 
after 30th October, 
1941. Exempt. 
The taxation of dividends derived by residents and non-residents is 
set out in paragraph [106] Supplement. 
Question 2 
A Public Company is liable to pay certain Commonwealth Income 
Taxes in respect to its income year ended June 30, 1941. 
What are they? Note: A simple form of answer only is necessary. 


Answer 2 

A public company (Supp. [260A] )is liable to pay the following 
Commonwealth Income Taxes in respect of income year ended June 
30, 1941: 

(a) A tax of 4/- in £ on the whole of its taxable income; 

(b) A further tax of 2/- in £ on that portion of its taxable income 
which has not been distributed as dividends, less the deductions 
specified in S. 160C (Supp. [260A]) ; 

(c) (i) War-time (company) tax, or 
(ii) a super-tax of 1/- in £ on all taxable income in excess of 

£5,000 (Supp. [430A]), 
whichever is the greater. Supp. [117]. 


Question 3 

A taxpayer pays various calls on shares in an Australian Gold Mining 
Company and desires to know whether he can include them as deduc- 
tions when compiling his Income Tax Return. 

Advise him fully on the position. 


Answer 3 

Beginning with income year ended June 30, 194i, calls paid to 
Australian gold mining companies are no longer allowable deductions. 
Such calls are, however, subject to a rebate as follows: 
The rebate is obtained by applying to the amount of the calls (not 
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exceeding the taxable income of the income year in which they are 
paid) a rate equivalent to— 

(a) where the taxpayer is not a company and the taxable income is 
derived wholly from personal exertion—one-third of the tax- 
payer’s rate; 

(b) where the taxpayer is not a company and the taxable income is 
not wholly derived from personal exertion—one-third of the 
taxpayer’s rate which is applicable to income from property ; 

(c) where the taxpayer is a company—one-third of the ordinary 
company rate (for year of income ended June 30, 1941, 4/- 
in £, one-third of which is 1/4 in £). Supp. [157]. 

Question 4 4 

You are asked for your opinion as to liability to Income Tax during 

the financial year 1941-42 on military pay and allowances in the following 
cases: 

(1) Where a member of the Defence Force has served in Northern 
Africa since December, 1940. 

(2) Where a member has served in Australia since January, 1941, 
but has not yet gone abroad. 

In both instances the former employers are making up the differences 

by which the salaries prior to enlistment exceed the service pay. 

Give your reasons in full, covering any future contingencies which 

might arise. 


Answer 4 

(1) The pay and allowances earned in and out of Australia during 
income year ended June 30, 1941, would be exempt from Common- 
wealth Income Tax. The member has served with the Defence Force 
out of Australia since December, 1940, and is thus entitled to the 
exemption granted by S. 23 (s). 

(2) This member would be exempt from Commonwealth Income Tax 
in respect of pay and allowances earned in Australia for the period 
January to June, 1941, if he embarked for service out of Australia or 
served in a sea-going ship within 12 months after June 30, 1941. 
Further, in order to enjoy this exemption, he must— 

(a) during the period of twelve months immediately following 
embarkation or service in a sea-going ship, be on service 
out of Australia or be borne in a sea-going ship for a period 
of six months or for periods aggregating six months; or 

(b) return to Australia or be discharged from his ship owing 
to injury or illness. This is so, irrespective of the length 
of service outside Australia or on the ship. 

N.B.—The above exemption ceases three months after a member 
resumes duty in Australia. A member of the forces who returns to 
Australia, or is discharged from his ship, on account of injury or illness 
will, however, continue to receive the exemption. 

In both cases, the exemption from Commonwealth Income Tax would 
not extend to the sums received from their former employers represent- 
ing the differences by which the salaries prior to enlistment exceed the 
service pay and allowances [69A] Supp. 

Question 5 

A resident taxpayer has three children, wholly dependent on him. 
The eldest attained 16 years on December 31, 1940, the other two being 
aged 14 and 10 respectively. To what allowance is he entitled in the 
income tax year ended June 30, 1941? 

Give full reasons for your answers. 
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Answer 5 
The resident taxpayer is entitled to the following allowances in 
respect of income year ended June 30, 1941: 
(a) Eldest child, aged 16 years on December 31, 1940: Under 
S. 79 (baa) he is entitled to a special deduction of £25, that is, 
a sum which bears the same proportion to £50 as the portion 
of year ended June 30, 1941, during which the child was under 
16 years (namely 6 months) bears to a year: 


6 
TP of £50 = £25. 


(b) Child aged 14 years: The taxpayer is entitled to the full allowance 
of £50 in respect of this child. 
(c) Child aged 10 years: No income tax allowance is granted, but 
child endowment is payable in respect of this child. 
It is to be noted that child endowment benefits are exempt from 
Commonwealth income tax, S. 23 (ka) [191] Supp. 


Question 6 

A taxpayer is considering making a gift of a property to a public 
hospital for the purpose of a convalescent home. If he does so, he 
desires to know whether he can claim any deduction in his Federal 
Income Tax Return. Advise him fully as to the position. 


Answer 6 

If a taxpayer makes a gift of property to a public hospital for the 
purpose of a convalescent home, he is entitled to a deduction in his 
assessment, subject to the following conditions. 

(a) The property must have been purchased by the taxpayer, e.g., a 

gift of property inherited by the taxpayer would not be deductible. 

(b) The property must have been purchased within 12 months 

immediately preceding the making of the gift. 

(c) The deduction is limited to— 

(i) the value of the property at the time of the making of 
the gift, or 

(ii) the amount paid by the taxpayer for the property, 
whichever is the less. 

The maximum deductions in respect of allowable gifts and contri- 
butions provided by S. 78 (1) is the amount of the net income of the 
year of income in which the gifts and contributions are made. “Net 
income” for this, purpose means the amount of income remaining after 
deducting from the assessable income all other allowable deductions, 
except the deduction of losses of previous years [179] and the statutory 
exemption. [196] Supp. 

Therefore, if the deduction in respect of the gift of property to the 
public hospital exceeded the net income, the deduction would be limited 
to the amount of the net income. [154] and Supp. 

Question 7 

Set out the formula for ascertaining the rate of Commonwealth Income 
Tax on personal exertion income. 

Answer 7 

The formula for ascertaining the rate of Commonwealth income tax 
on personal exertion income derived during income year ended June 
30, 1941, is as follows: 

(a) If the taxable income does not exceed £400, the rate of tax is 
16d. in £ 








I 
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(b) If the taxable income exceeds £400 but does not exceed £2,500, 
the rate of tax is— 


16 = — — 400 tine 


(c) If the taxable income exceeds £2,500, the rate of tax is— 
On first £2,500 = 8/4d. in £. 
On remainder of taxable income = 16/8d. in £. 

For personal exertion incomes between £400 and £2,500 the rate of 
tax can be obtained by multiplying the taxable income by 4 and dividing 
it by 100. Thus the rate of tax on a personal exertion income of £1,800 
is 72d., and the tax payable is £540. 

For personal exertion incomes over £2,500 the tax may be ascertained 
by subtracting £1,250 from the taxable income and extending the 
remainder at 16/8d. in £ = 

(a) Taxable income £3,000 





Deduct £1,250 
£1,750 at 16/8d. = £1,458/6/8d. 
Supp. [423]. 
Question 8 


When preparing his Federal Income Tax Return a resident taxpayer 
is in doubt as to whether he is entitled to a deduction for the following: 

(1) Federal Income Tax. 

(2) State Income Tax. 

(3) Surgeon’s Fees paid for operation on taxpayer. 

(4) Dentist’s Fees paid for dental services to taxpayer’s wife. 

(5) Sewerage connections for residence. 

(6) Life Assurance Premiums on his own life. 

(7) Bad Debts. . 

(8) Payment to his wife in terms of a judicial separation order. 

Give him the necessary detailed information. 


Answer 8 

The resident taxpayer will be advised as follows: 

(1) Commonwealth income tax is not an allowable deduction under 
the Commonwealth Act, S. 72. [145.] 

(2) S. 72 specifically grants a deduction of State income taxes paid 
in the year of income. [144.] 

(3) S. 79 (c) provides for a maximum allowance of £50 in respect 
of payments made by a resident taxpayer to any 

(a) legally qualified medical practitioner, nurse or chemist, or 
(b) public or private hospital, 
in respect, of any illness of, or operation upon, the taxpayer, his or her 
spouse, or any of his or her children who are under the age of 21 years, 
if the spouse or child is a resident of Australia. If, therefore, the 
surgeon’s fees were paid to a legally qualified medical practitioner, the 
taxpayer will be entitled to a deduction not exceeding £50. [192.] 

(4) There is no provision in the Commonwealth Act for the allow- 
ance of fees paid to a dentist. 

(5) The cost of sewerage connection for the taxpayer’s residence is 
treated as capital or private expenditure and is, therefore, not an 
allowable deduction. [134.] 

(6) Provided the life assurance premiums were paid by the taxpayer, 
he would be entitled to a maximum allowance of £100. The allowance 
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is granted whether the insurances were effected in or out of Australia, 
and it is immaterial where the payments were made. [194.] 
(7) The provisions as regards bad debts are as follows: Debts which 
are bad debts and are written off as such during the year of income, and 
(a) have been brought to account by the taxpayer as assessable 
income of any year; or 
(b) are in respect of money lent in the ordinary course of the 
business of the lending of money by a taxpayer who 
carries on that business, 


and no other bad debts shall be allowable deductions (S. 63 (1)). 

If a debtor, after incurring a debt so brought to account, or in respect 
of money so lent, is adjudicated bankrupt, or executes a deed of 
assignment or arrangement for the benefit of his creditors, the whole 
of the debt (where, in the opinion of the Commissioner, no amount will 
be paid on account of the debt) or the difference between the amount 
which, in the Commissioner’s opinion, will be received and the amount 
of the debt, shall be deemed to be a bad debt (S. 63 (2)). 

Where, in the year of income, a taxpayer receives an amount in 
respect of a debt for which a deduction has been allowed to him under 
the present or the previous Act, his assessable income shall include that 
amount (S. 63 (3)). 

It will be seen that, in order to obtain an allowance under S. 63, 
three conditions are imposed—(1) the debt must be bad; (2) the debt 
must be written off as a bad debt during the year of income in respect 
of which the allowance is claimed; (3) the debt, except in the case of 
a money-lending business, must have been brought to account by the 
taxpayer as assessable income of any year, i.e., on or after July 1, 1914, 
or commencement of substituted accounting period, prior to which 
income was not assessable to Commonwealth income tax. Where a 
taxpayer renders returns on the basis of cash receipts, as is often the 
case with professional men and property owners, he is not entitled to 
a deduction for bad debts, because the “debt” has not been brought to 
account as assessable income. 

Debts which are bad debts, and are written off as such during the 
year of income, and are in respect of money lent in the ordinary course 
of the lending of money by a taxpayer who carries on that business, are 
allowable deductions. It is not necessary that money lending should 
be the taxpayer’s principal business. 

Where a debt, which satisfies the conditions imposed by S. 63 (1), 
has been incurred by a debtor who becomes bankrupt, or executes a 
deed of assignment or arrangement, the difference between the amount 
of debt and the amount, if any, which, in the opinion of the Commissioner 
[348], will be recovered, shall be deemed to be a bad debt. 

Where a taxpayer subsequently receives any amount on account of a 
debt in respect of which he has been allowed a deduction as a bad debt, 
he is required, by S. 63 (3), to include that amount as assessable income 
of the year of receipt. [135.] 

(8) If the separate net income from all sources derived by the wife 
in the year of income does not exceed £50 and the wife is also a resident 
of Australia, the taxpayer will be entitled to the spouse allowance of 
£50. It is considered that “separate net income from all sources” means 
income derived separately from the husband. [198.] 

It is to be observed that whether or not the taxpayer is entitled to 
the spouse allowance of £50, the payments made in, terms of the judicial 
separation order will be exempt in the hands of the wife. [64.] 
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Question 9 
Define any three of the following: 
(a) Resident. (c) Taxable Income. 
(b) Agent. (d) Year of Income. 
Answer 9 


(a) “Resident” or “resident of Australia” means (S. 6)— 

(a) a person, other than a company, who resides in Australia 
and includes a person— 

(i) whose domicile is in Australia, unless the Com- 
missioner is satisfied that his permanent place of 
abode is outside Australia; or 

(ii) who has actually been in Australia, continuously or 
intermittently, during more than one-half of the year 
of income, unless the Commissioner is satisfied that 
his usual place of abode is outside Australia and that 
he does not intend to take up residence in Australia ; 
and 

(iii) who is a contributor to the Superannuation Fund 
established under the Superannuation Act, 1922- 
1937, or who is the spouse or child under 16 years 
of age of such contributor. [19] and Supp. 

(b) a company which is incorporated in Australia, or which, 
not being incorporated in Australia, carries on business 
in Australia, and has either its central management and 
control in Australia, or its voting power controlled by 
shareholders who are residents of Australia. 

(b) “Agent” includes (S. 6)— 

(a) every person who in Australia for or on behalf of any 
person out of Australia holds or has the control, receipt 
or disposal of any money belonging to that person; and 

(b) every person declared by the Commissioner to be an 
agent or the sole agent of any person for any of the 
purposes of the Act. [409.] 

(c) “Taxable income” means the amount remaining after deducting 
from the assessable income all allowable deductions, i.e., those 
deductions which are allowable under the Act (S.6). [5.] 

(d) “Year of income” means— 

(a) the financial year next preceding the year of tax, or 

(b) the accounting period, if any, adopted under this Act in 
lieu of that financial year (S. 6). [6.] 





NaTIONAL Security (CapiTat Issues) REGULATIONS 

By regulation dated April 27, 1942, and published in the Common- 
wealth Gazette on that date, regulation 15 of the National Security 
(Capital Issues) Regulations was further amended to the effect that a 
person (other than a local authority) may, without the Treasurer’s prior 
consent, give a mortgage or charge so that the total amount of 
mortgages and charges given (including the mortgage or charge then 
given) by that person during the preceding year does not exceed £1,000. 
The exemption of mortgages up to a specified amount has been 
progressively reduced as follows: 





mete Tite. n. 0e ve te oe se oe ce SD 
On December 17, 1941, reduced to .. .. .. £2,500 
On January 28, 1942, reduced to... .. .. £1,500 





On April 27, 1942, reduced to... .. .. .. #£1,000 
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Wartime Responsibilities of Business Executives 
By C. L. S. HEWITT, B.COM., A.C.A.A., A.1.C.A. 


National Security (Rationing) Regulations 

On June 12, 1942, Rationing Orders Numbers 1, 2 and 3 were 
published in the Commonwealth Gazette. These Orders specified certain 
items of clothing and piece goods which may not be sold by traders 
except in exchange for ration coupons. In addition, the value of 
the coupons for different items is set out at some length, together with 
a note of the principal exempt goods. The sale of rationed goods by 
auction is prohibited except with the consent in writing of the 
Commission, and in addition traders supplying these goods shall, on 
demand, furnish to the purchaser a signed sales docket describing the 
goods and setting out the number of coupons surrendered in respect of 
the goods. 


National Security (Land Transport) Regulations 

An order of June 23, 1942, restricts interstate travel by rail or 
commercial passenger vehicle and also to border stations. The border 
stations are Albury, Tocumwal, Wallangarra and Broken Hill. 

In future, anyone wishing to use these services must apply to the 
Director-General of Land Transport for a permit to travel. In granting 
a permit a priority order number is to be stamped on the form, and 
this indicates the period within which the priority permit must be 
presented at the railway booking office in order to obtain the usual 
railway ticket. For those permits endorsed with numbers 5, 6, 7 and 8 
the booking may not be completed more than 24 hours in advance of 
the departure time of the train from its starting point. These permits 
must be surrendered on the completion of the journey and where a 
return trip is to be made a separate priority permit is necessary for each 
journey. 


National Security (Housing of War Workers) Regulations 


An amendment to these Regulations provides that a notice may be 
served on any real estate agent, requiring him to notify the person 
serving the notice of any houses within a prescribed area which he has 
been authorised to sell or to let and which are for sale or unlet. In the 
event of any further houses being available subsequent to the date of the 
original notice, the agent must forthwith advise the person serving the 
notice of that fact. The Minister, the Secretary of the Department of 
Labour and National Service, or any person authorised to give certifi- 
cates under Regulation 5 (1) is empowered to serve the notice. 

In addition, a new Regulation which has also been inserted provides 
that a Court may, on the application of a war worker, grant a warrant 
authorising the owner to deliver possession of the dwelling house to 
the applicant, who thereupon shall be ceemed to be the tenant of the 
owner of the house. This provision applies only where the owner of a 
dwelling house has been required under Regulation 7 to let the dwelling 
house to a war worker and neglects or refuses to do so. 


National Security (General) Regulations 

By an order published in the Gazette on June 2, 1942, under these 
Regulations certain machinery is laid down for persons wishing to 
obtain tyres and tubes for use in motor vehicles. Provision is made for 
persons holding priority liquid fuel consumers’ licences to obtain tyres 
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and tubes on submission of a declaration to a supplier in accordance 
with the form set out in the schedule to the order. This declaration 
provides that the tyres and tubes possessed by the person when he 
receives the new supplies will be sufficient for the purpose only of 
equipping the running wheels of the vehicle and for one spare wheel. 
On receipt of the new tyres and tubes, the old ones which are unsuitable 
for further service and cannot be repaired or retreaded must be surren- 
dered in exchange. 


National Security (Economic Organisation) Regulations 

An amendment to these Regulations provides that for any State 
the law of which permits but does not require the quarterly adjustment 
of the basic wage following on a variation in the cost of living, the 
Premier of that State may, under certain circumstances, adjust and 
amend the State basic wage in accordance with variations in the cost 
of living as indicated by the data prepared by the State Statistician. 





Economic Accountancy 
By L. W. Irwin, A.F.1.A., A.A.LS. 





During recent years cost accountants have given much thought to 
the economic aspects of their profession; and this has become evident 
in the development of the technique applicable to the control in industrial 
management... The development of this trend in cost accountancy can 
be traced from the inauguration of standard costing, the objective of 
which is to measure the variance of items of expense throughout 
production activities, to ensure efficiency in usage and utilisation, both 
of labour and materials. 

Budgeting, both static and flexible, has also for its objective the 
control of elements of cost at varying levels. This method is another 
step towards maximum efficiency. 

Within the last decade. the work of economists and the knowledge 
gleaned from their researches is being applied to industrv so that 
efficiency may achieve a new meaning, and the organisation of our 
industrial activity has sought and is obtaining the practical application 
of the work of the economists. 

Economic accountancy, if it may be called such, has come to stay 
and the trend is upon these lines. 

Historical accountancy. by which is inferred the gathering of data 
and its recording. is fast becoming useless, unless its information can 
be utilised to assist in the meeting of ever-changing conditions. 


Factors 1n Economic ACCOUNTANCY 

Economic accounting mav he defined as being “the measurement of 
economic activity insofar as it affects industrial activity.” While this 
definition mav not be as complete as desired, it permits of a starting 
point from which we may trace the incidence of economics in business 
activities. 

The most important factor in this sphere is the interaction of (a) 
Production Costs. (b) Selling Price and (c) Volume. 

These three elements have a definite bearing upon the laws of sunply 
and demand, and any enterprise whose Production Costs plus mark-on 
(to Selling Price) is at a point where the supply and demand curves 
equate for a particular product may be considered a normal producing 














334 * THE AUSTRALIAN ACCOUNTANT JULY 


enterprise. Where this point falls either above or below the equated 
figure of the supply and demand curves, the enterprise is known as a 
High Cost (or Low Marginal Income), or a Low Cost (or High 
Marginal Income) organisation. 

Production cost and selling price are both affected by volume and 
this element has a profound influence upon cost prices. 

A decline in production volume usually brings about an increased 
selling price or decreased profits (if the selling price is constant). A 
rise in production volume will generally bring about a decrease in cost 
price and either a constant or decreased selling price with increased 
profits. 

These rules do not apply in all circumstances, as individual enterprises 
differ in costs, selling price, and in ability to command sufficient volume. 
In order to measure this important factor, the method of Marginal 
Income Ratios* has been devised. 

Organisations fall into two groups: (1) High Marginal Income Ratio 
and (2) Low Marginal Income Ratio, as pointed out above. According 
to the nature of the enterprise, volume plays an important part in the 
success or failure of the undertaking. 

High Marginal Income producers are in an advantageous position, 
as it requires sharp declines in selling price or volume to cause losses 
in the operations, whilst Low Marginal Income producers are adversely 
affected by slight decreases in volume. The following table has been 
compiled to illustrate the effect of volume in these circumstances. 














Company “A” Company “B” 
(High Marginal) (Low Marginal) 
Variable Fixed Variable Fixed 
Item Expense Expense Amount Expense Expense Amount 
£ £ £ £ 
Sales Net .. .. .. 100% — 200.000 100% — 200,000 
D. Materials. .. .. 17% — 22% 
D. Labour .. .. .. 47% — 42% 
Expense, Mfg. . .. 7% 20,000 10% 20,000 
Expense, General .. 2% 7,000 7% 7,000 
: 73% 27,000 81% 27,000 
Marginal Inc. Ratio 27% 19% 
BREAK-EVEN POINT— 100,000 142,105 
PROFIT MARGIN: 73,000 30,895 


It will be readily seen from this table that Company “B” has not as 
great a margih available to meet any decline in volume, so that a 
reorganisation of expense items is indicated. Another important factor 
for consideration is the relationship between the “break-even” point and 
normal capacity of the company. If the break-even point is too close 
to the normal production capacity, the undertaking will experience 
difficulty in maintaining sufficient volume consistently to return profits 
to the organisation. This is because of the fluctuations which occur in 
all undertakings; e.g.. seasonal cycles, delays in material supplies, 
inability to obtain sufficient skilled labour are typical of elements which 
tend to cause erratic production. 

Another important aspect is the relationship that exists between 
increased volume and expense. and which also plays a vital part in 
the efficiency of management. This relationship is shown in the follow- 
ing table: 


*“Cost Concept of Managerial Control,” Australian Accountant, October. 1941. 
p. 475. 
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Variable Fixed Total Total Percentage 

Item Expense: Expense (1) (2) Increase 
Sales (Volume) .. .. .. 100% — 50,000 100,000 100 
ED ean es. at od 3% — 15,000 30,000 100 
Labour—Direct .. .. .. 15% — 7,500 15,000 100 

Expenses— 

Supplies .. .. (40%)* 6% 1,700 4,700 7,700 64 
Labour—Ind. . (25%) 3-75 1,300 3,175 5,050 58 
Expenses .. .. (15%) 2-25 900 2,025 3,150 55 

(9,900) (15,900) (50-6) 
Administrative Expenses . 3 500 2,000 3,500 75 
Selling Expenses .. .. 10 1,000 6,000 11,000 83 

70% 40,400 75,400 


*Per cent. on Direct Labour. 


It will be seen that expense items do not vary in the same proportion 
as volume, and while these figures are illustrative only, the principles 
will, in practice, be true. Alterations in the fixed expenses will have a 
direct influence on the percentage increases. 

The principal alterations in fixed expense items are brought about 
by the capital factors in a business. Thus consideration must be given 
to these items, the principal elements of which are: 

(1) Capacity of plant. 

(2) Utilisation of capacity. 

(3) Necessity of additional buildings; and 

(4) Replacement of old equipment, or purchase of new equipment. 


Volume is limited by these elements, and it is necessary that the 
management is aware of the ability of the organisation in this direction. 
The capacity of the machinery should be known, and if it is considered 
necessary to increase production, the varying rise in fixed expenses, 
such as depreciation, for the additional hours required to be worked is 
to be considered. Production capacity of plant may be expressed in 
terms of direct labour hours, production units, or machine hours. 

The utilisation of plant capacity is also interwoven in the considera- 
tion of plant capacity. If capacity is being utilised to the extent of only 
60% of capacity, the management should be able to decide to what 
extent output can be increased without adding additional increases in 
fixed expense. or if additional orders will have the effect of increased 
costs by making overtime a necessity. The problems of under- or over- 
absorbed expense are associated with these decisions. 

If maximum capacity is reached, the problem arises as to the necessity 
of providing new buildings and plant to cope with the increased volume. 
To deal effectively with this question, an intimate knowledge of the 
markets are necessary in order to ascertain the likely duration of 
increased activity. The decision to be made in respect of this element is 
whether to take a long or short range viewpoint of the industrial 
activity. A knowledge of external factors is helpful. 

The need for additional equipment is similar in its aspect, inasmuch 
as it requires a close analysis of the effect of the additional orders. 
The study of differential costs becomes important, and also the 
knowledge of the effect of the new equipment upon costs, and the 
incidence of the purchase upon the marginal income of the undertaking. 

While economic accountancy is not the panacea of industrial ailments 
and problems, a knowledge will assist in the understanding of the 
causes which contribute towards industrial failure or success. 
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FEDERAL INCOME TAXATION DECISIONS 


Decisions of the Board of Review is an official publication that is 
issued from time to time and volume 9 has just made its appearance. 
The publication contains summaries of the great majority of decisions 
on taxation cases heard by the Board during the two years to 30th 
June, 1941. 

A table of the cases cited and an index to the decisions recorded in 
volume 9 are of interest and value. A very useful part of the publication 
is an additional cumulative index of the decisions in the previous 
volumes. 

These recorded decisions are of particular value, to the taxation 
practitioner in particular, in serving as an indicator to opinions on the 
many problems continually arising out of our intricate Federal taxation 
law. 

SECRETARIAL PRACTICE 


A knowledge of accountancy, company law and secretarial practice 
is absolutely essential to every man and woman who would attain 
success in the business world. To those, therefore, who would increase 
their efficiency in this direction attention is drawn to the second edition 
of Pitman’s Australasian Secretarial Principles and Practice. 

The new manual, which has been written by H. Dudley Ingram, is 
divided into two parts—legality and conduct of meetings, and secretarial 
knowledge and duties. Interesting chapters are those devoted to 
defamatory statements; correspondence, filing, and indexing; and 
office organisation and business methods. 

The author states in his preface that the primary intention is to 
provide a reference book for the use of business men and the accountancy 
and legal professions, and a comprehensive text-book for students, the 
examination requirements of the several Institutes of Secretaries having 
been thoroughly covered. 

Eleven pages of quoted cases, an appendix of various forms and 
documents, with a comprehensive index, enhance the value of this useful 
addition to the business library. 


War DAMAGE COMPENSATION 


At the present time war damage compensation and insurance are 
much in the public eye, so that the appearance in Australia of The Law 
and Practice of War Damage Compensation—a new manual on the 
subject—is of general interest. 

The book, which is a guide to the English War Damages Acts of 
1941, has been written by Harold B. Williams, Barrister-at-law, and 
Montague Evans, M.C., a member of the Rating Surveyors’ Association, 
and is intended particularly to help practitioners and all whose work is 
affected by the Acts to solve the problems created by this legislation. 

The manual was specially prepared for the use of members of the 
Auctioneers and Real Estate Agents’ Institute of the United Kingdom. 
Valuers and surveyors will find that a special chapter is devoted to 
problems under the Act, while in one of the appendices there are a 
number of practical examples of valuation and the various calculations 
that have to be made under the English Act. 

W. Bruce RAINSForD. 
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Classification of Accounting Data— I] 
By A. A. Fitzceratp and L. A. SCHUMER. 


Tue Primary BASES OF CLASSIFICATION 


In the first article in this series! the essential purpose of accounting 
was defined as “to provide information as to the net result of the 
operations and transactions, and their effect upon the financial condition, 
of an enterprise.” 

Accounting records may be established upon the following bases: 

(a) The cash basis—under which the record of transactions 
originates solely at the receipt or payment of cash; cash here 
meaning ready money or claims to cash, such as funds available 
at bankers; 

(b) The liability basis—under which the record of transactions 
originates at the moment a debt to, or a debt by, the under- 
taking is created, the subsequent transactions of receipt and 
payment of cash being merely the discharge of the liability ; and 

(c) A combination of the cash basis and the liability basis, some 
transactions being dealt with on one basis and some on the 
other. 


The liability basis arises from the necessity, in many instances, of 
introducing debts into a system of double entry bookkeeping in order 
to maintain in respect of transactions with individuals a record which 
may be subject to the check and control exercisable through the double 
entry system. If the purely cash basis were adopted, transactions 
creating debts could be recorded in statistical records only. 

For reasons set out later in this article, it may also be necessary to 
determine in financial terms the result of operations for selected periods. 
The adoption of the liability basis may be desirable for that purpose. 

Moreover, a debt created in favour of the undertaking may not be 
ultimately realised wholly or in part in cash, or, on the other hand, the 
undertaking may be unable to pay in cash the whole or part of its 
debts to others. There may therefore be differences between the net 
results of transactions on a cash basis and the net results of transactions 
on a liability basis—the difference being the unrealised or unpaid debts. 

It is not possible to establish primary bases of classification of 
transactions which will apply uniformly to every kind of undertaking. 
Different purposes require different classifications. It is therefore 
proposed to consider the problem separately in relation to— 

(a) Trading Concerns; 
(b) Non-Trading Enterprises; and 
(c) Trust Estates. 


(a) Traptnc Concerns 


A trading concern is established for the purpose of earning a “profit” 
for the proprietors by business operations. In other words. the pro- 
prietors expect that eventually transactions with others will result in 
the cash funds of the concern exceeding the contributions bv the 
proprietors (“capital”). The success of the undertaking will be 
measured by the extent of that excess. 

In the final analysis, the success of a trading concern, from the 
financial point of view, can be measured accurately only when the 
1. The Australian Accountant, June, 1942. 

c 
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lifetime of the undertaking has been brought to a close and all 
transactions have been resolved into cash.2 If the undertaking adopted 
the cash basis of accounting, the primary basis for the classification of 
accounting data would be as under: 


A. Cash Recetipts— 


(a) from proprietors solely as such, i.e., Capital Contri- 
butions ; 

(b) from others by way of loan (borrowed capital), ice., 
Loan Contributions ; 

(c) from others by way of trading transactions, i.e., 
Revenue ; 


B. Cash Payments— 


(a) to proprietors solely as such, i.e., Capital Withdrawals 
and/or Distribution of Profit; 
(b) to others by way of repayment of loans, i.e., Loan 
Redemption ; 
(c) to others by way of trading transactions, i.e., Expense. 
If the liability basis were adopted, the appropriate classification would 
be as under: 


A. In relation to liabilities created: 


(a) Rights of the undertaking to receive cash— 
i. from the proprietors—Capital Contributions ; 
ii. from others (loan)—Loan Contributions; 
iii. from others (trading )—Revenue. 
(b) Liability of the undertaking to pay cash— 
i. to the proprietors—Capital Withdrawals and Dis- 
tributions of Profit; 
ii. to others (loan)—Loan Redemption ; 
iii. to others (trading)—Expense. 


B. In relation to cash transactions: 


(a) Cash Receipts from Debtors to the undertaking in 
respect of— 
i. Capital Contributions ; 
ii. Loan Contributions; 
iii. Revenue. 
(b) Cash Payments to Creditors of the undertaking in 
respect of— 
i. Capital Withdrawals and Distributions of Profit; 
ii. Loan Redemption; 
iii. Expense. 


The original entries in the accounting records in this instance are, 
of course, those relating to the creation of debts and the cash transactions 
follow when the debts are settled by the exchange of cash. It may be 
thought, therefore, that no classification of Cash Receipts and Cash 
Payments as outlined would be necessary. It is desirable to have this 
additional refinement however, as, in the event of the cash transactions 
not being equal to the debts recorded, the unpaid debts would need to 


2. Changes in the purchasing power of money will also be a factor, but 
accounting is not yet concerned with that aspect. But see H. W. Sweeney, 
Stabilised Accounting, for a description of a method by which such changes might 
be allowed for in accounting statements. 
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be disposed of in the accounting records and the treatment would vary 
according to the type of transactions which gave rise to the original 
entry. 

In some instances the liability created may extend only to the exchange 
of property other than cash. These liabilities could in fact be settled 
by the exchange of similar amounts of cash, but it is more convenient, 
in accounting language, to “contra,” thus avoiding settlement in cash. 
Such a contingency need not disturb the framework of classification 
given above. 

If the “profit” is to be measured at the end of the business lifetime 
and the cash basis of accounting has been adopted, the profit (or loss) 
is the difference between Cash Receipts (classified as Revenue) and 
Cash Payments (classified as Expense). 

If, however, the liability basis is adopted, the difference between the 
transactions classified as Revenue and Expense is not the profit or loss 
until adjustment has been made to allow for debts which cannot be 
realised or paid in cash. If some debts due to the undertaking are 
“bad,” the Revenue must be decreased to that extent. If the undertaking 
itself cannot pay part of its debts, then Expense must be decreased to 
that extent. 

The failure of a proprietor to settle a liability in respect of Capital 
Contribution in cash is not a “bad” debt to be taken into consideration 
when determining the profit, but is a loss to be borne as a loss of 
capital only. The distinction is merely one of temporary classification, 
since profit and capital are finally merged as the Proprietorship Interest. 

An illustration will assist in making the above principles clear. Let us 
assume that a group of persons enters into an agreement to purchase 
a quantity of goods and re-sell them, there being no intention of 
agreement extending past this single “venture.” The proprietors 
of the undertaking contribute .an original amount of “capital” and add 
to it from time to time according to the needs of the undertaking. They 
also make withdrawals from time to time when cash funds are available. 
Goods are purchased and certain other outgoings are required in 
connection with the disposal of the goods. 

In due course the whole of the goods is disposed of and the purchasers 
have paid their accounts with the exception of one or two small 
amounts which are beyond recovery. 

The financial transactions of this venture may be approached from 
either of the two fundamental bases—cash and liability. Taking first 
the cash basis, an analysis of receipts and payments discloses the follow- 
ing information : 

A. Cash Receipts— 





(a) Capital Contributions .. .. .. .. .. £5,000 
(b) Loan Contributions .. .. .. .. .. .s 
6 ee 
—£15,000 
B. Cash Payments— 
(a) Capital Withdrawals .. .. .. .. .. £2,500 
(b) Loan Redemption .. .. .. .. .. .. at 
as 6 46 Ge eb Ka ee oe bd 7,000 
£9,500 





Cash funds unexpended .. .. .. .. .. .. .. £5,500 
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The following conclusions may be drawn from this information: 

(a) The venture has resulted in the earning of a profit amounting 
to £3,000 (Revenue £10,000 less Expense £7,000) ; 

(b) The capital contributions remaining in the business are £2,500 
(Capital Contributions £5,000 less Capital Withdrawals 
£2,500) ; and, 

(c) The cash funds unexpended consist of Capital £2,500 and 
Profit £3,000. 

If the undertaking had adopted the liability basis of accounting and 
debtors had failed to meet their accounts to the extent of £500, the 
information produced from the accounts would be as follows: 

















Liability Cash 
Transactions Transactions 

1. Capital Contributions .. .. .. £5,000 £5,000 
2. Loan Contributions .. .. .. .. 48 uy 

ee EE cS) scic Gwsk) oa ce a 10,500 10,000 

i 0 5 a £15,500 £15,000 

5. Capital Withdrawals .. .. .. £2,500 £2,500 
6. Loan Redemption .. oie. 08 ‘a ‘s 

Se eee ee 7,000 7,000 

ae UL | ee 9,500 9,500 
ye ee a ee ea ale 500 - 

10. Cash Unexpended .. .. .. .. 5,500 5,500 

Te A re £15,500 £15,000 





The financial status of the undertaking at this point of time is shown 
in the following statement (“Balance Sheet”’) : 





Capital and Liabilities Assets 
I et a ae om) ww, bees: Bi) Debtors .. .. £500 
Proprietorship Interest : Cash . .. .. 5,500 

Capital— 
Contributions . .. .. £5,000 
Withdrawals .. .. .. 2,500 
£2,500 
Profit— 
Revenue .. .. .. .. £10,500 
Expense .. .. .. .. 7,000 
—— 3,500 
0 a £6,000 Total . .. £6,000 














The debts amounting to £500 are, in fact, beyond recovery, so that 
before the “profit” can be determined, the £500 must be deducted from 
the Revenue which has been taken into account, thus leaving the financial 
status of the undertaking as follows: 

Proprietors’ Capital .. .. .. .. £2,500 Cash .. .. £5,500 
Proprietors’ Profit .. .. .. .. 3,000 


—_—_—_— 





£5,500 
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A system of accounts established on a liability basis to record the 
transactions of an undertaking over its business lifetime and which is 
subjected to the auditing process will be of valuable assistance in 
maintaining the integrity of the proprietors’ investment in so far as 
theft and embezzlement might disturb it. It will be obvious, however, 
that a method of accounting which waits until the end of the lifetime 
of the undertaking to determine profit is suitable only for undertakings 
whose lifetime is likely to be of short duration. 

In other instances, it is necessary to classify accounting data according 
to selected periods (“accounting periods”) within the lifetime for the 
following reasons: 

(a) Taxation laws require data to be furnished to the Government 
in respect of each year’s operations separately. 

(b) If the undertaking is organised as an incorporated company 
the determination of profit available for dividend is usually 
required by law in respect of each year’s operations separately. 

(c) The progress of an undertaking, measured by its ability to 
support itself economically, requires Revenue and Expense 
(i.e., Profit) to be determined regularly over short periods so 
that managerial policy and ability may be judged from time to 
time. 

The selection of the accounting period is conditioned by the purpose 
for which the profit is being determined. For taxation purposes and 
dividend purposes, the appropriate period may be one year, but for 
managerial purposes a shorter period may be necessary, e.g., such as 
one week, one month, or three months. The division of the business 
lifetime in this way introduces factors which may or may not produce 
apparently illogical results, depending upon the basis of the accounting. 

If the cash basis is adopted, the classification of transactions will be 
according to the following scheme: 





Secondary Basis of Classification 





Primary Basis of Classification 
Year 19—/} Year 19— Year 19— 





A. Cash Receipts— 
(a) Capital Contributions 
(b) Loan Contributions 
(c) Revenue 
B. Cash Payments— 
(a) Capital Withdrawals and 
Distributions of Profits 
(b) Loan Redemption 
(c) Expense 














In effect, this means that the transactions for each period (year in 
the above statement) are kept separate and profit (or loss) for a period 
is the difference between Revenue and Expense for that period. This 
will appear to be illogical if a payment classified as Expense in one 
period is in fact in respect of a service the Revenue for which is to be 
received in a subsequent period. The extent to which such illogical 
factors intrude themselves is one of the factors limiting the usefulness 
of the cash basis. 

The cash basis does, however, suit small businesses of certain kinds 
and may fully meet the needs of professional people whose sole income 
is derived from personal service and who are not concerned with the 
niceties of apportionment. 
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__ If the cash basis is adopted in conjunction with classification accord- 
ing to accounting periods, financial status of the undertaking at the 
end of the accounting period would be shown in the following statements 
(“Balance Sheet”’) : 


A. At the end of the first accounting period— 








Capital Assets 
Contributions .. .. .. .. £500 rae 
Profit— 

Revenue .. .. .. £1,500 
Less Expense .. .. 500 
1,000 
£1,500 
Withdrawals .. .. ...... 800 
Balance of Capital and Profit £700 £700 








B. At the end of the second accounting period— 








Capital Assets 
Balance of Capital and GR an oe ve 
Profit at beginning of 
Fee 
Contributions during period 
£700 
Profit for second period— 
Revenue .. .. .. £2,000 
Expense .. .. .. 600 
—— 1,400 
£2,100 
Withdrawals .. .. .. .. 1,500 
Balance of Capital and — 
ae £600 


—_—————— 











The liability’ basis of accounting permits of greater freedom in using 
accounts to classify Revenue and Expense in terms of accounting periods. 
Firstly, all contractual obligations to receive or pay cash may be recorded 
in the accounts at the moment when the obligations are ascertainable in 
certain amount and are to, or of, a certain person. For example, when 
goods previously ordered are delivered to the undertaking the trans- 
action sets up a liability of the undertaking to pay the value of the goods 
to the seller at some time. The creditor and the amount of the debt 
having been ascertained, the transaction may be recorded without 
waiting until the time when payment is to be made in cash according 
to the contract. Secondly, there may be liabilities to, or of, the under- 
taking in respect of which the amount and other person involved may 
not be precisely known, although in fact such a liability may be said to 
have “accrued,” and determination of Revenue and Expense would be 
inaccurate without making some provision for these indefinite liabilities. 
Such liabilities can be estimated and a temporary notional debt created 








ae 
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in the accounts until such time as the exact liability is ascertained. For 
example, an accounting period may terminate in the middle of a pay 
week, and the liability to employees in respect of such wages as have 
accrued since the previous pay day may be taken care of by setting 
up a notional liability to the employees as a body. 

The procedure of bringing all liabilities either of or to the undertaking 
into account at the close of the accounting period may automatically 
result in the Revenue and Expense recorded for the period being in fact 
the Revenue and Expense applicable only to that period. The correct- 
ness of this assumption, however, is conditioned by other factors which 
must be taken into consideration : 


(i) Transactions may be recorded in the accounting period as 
resulting in revenue, but the service for which the revenue is 
received may in fact be fulfilled wholly or in part in a subse- 
quent accounting period. 

(ii) Transactions may be recorded in the accounting period as 
resulting in expense, but the benefit of the expenditure may 
be conferred wholly or in part on the business operations in 
a future accounting period. 


These contingencies involve apportionment of Revenue and Expense 
as a further accounting process and, in association therewith, two other 
conditions arise: 


1. The liability basis of accounting introduces the artificial concept 
that Revenue accrues at the moment that debt is created, but 
it is possible that the debt may not be ultimately realised in 
cash, e.g., if the undertaking makes a sale of goods, the trans- 
action is recorded as a debt due to the undertaking and as an 
item of Revenue, but the cash payment may not be due until 
later. , 

2. The doctrine of conservatism® exercises a dominant influence 
on accounting practices in trading undertakings, with the result 
that logical apportionments of Revenue and Expense may be 
modified in such a way as to reduce the profit (i.e., Revenue 
less Expense) for a particular period with the object of “play- 
ing safe.” 


The influence of these contingencies may be made clear by a further 
examination of the simple example of a “venture” referred to earlier in 
this article. The proprietors of the venture may be content to wait 
until the purpose of the venture has been fulfilled to ascertain the 
profit resulting. On the other hand, they may desire to ascertain the 
progress the venture is making and its financial status at an intermediate 
stage. Let us assume that this is desired and that the transactions of 


non venture up to the selected point of time have been classified as 
under : 


Cash transactions : 
(a) Receipts from Debtors to the undertaking— 


i. Capital Contributions . .. .. £1,300 

ii. Loan Contributions .. aa - 

I i Rete Bal ee 300 
—£1,600 


3. See S. Gilman, Accounting Concepts of Profit. 
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(b) Payments to Creditors of the undertaking— 


i. Capital Withdrawals . 
ii. Loan Redemption .. .. .. se 
Pe So. esa. ve oe GD 





£1,300 
(c) Cash unexpended.. .. .. .. .... £300 


Liability Transactions : 
(a) Rights of undertaking to receive cash— 





i. Capital Contributions .. .. £1,300 
ii. Loan Contributions .. .. .. sal 
eS Gk cs oe es. vs Ne | ee 
£2,550 


(b) Liability of the undertaking to pay cash— 

i. Capital Withdrawals 

ii. Loan Redemption . .. .. .. sid 

Te. ED: ae oe eeces os os) SD 
£2,050 





If this information alone were used to determine Profit, the result 
would be as follows: 


Cash Basis Liability Basis 





Pg ay! gh ge" ks £300 £1,250 
eee ee 2,050 
a 86 UA EE Se £800 














Ignoring the cash basis, a statement of financial status (Balance 
Sheet) based on the information disclosed would be as follows: 





Liabilities and Capital Assets 
RIN 56 08 cs un cs. s0 cc ys Ae. Be ce, ae 
Proprietorship— Debtors . .. 950 

Capital Contributions . £1,300 
ee es. 3h ia. WS Sn. 88 800 
—- 500 
£1,250 £1,250 








Such a statement, however, does not disclose the position with a 
sufficient degree of accuracy. The Revenue and Expense must be 
classified in detail and apportioned, if necessary, between the current 
accounting period and subsequent periods, applying at the same time 
the conventions and conservative practices referred to above. Fig. 1 
shows how this apportionment is proceeded with and discloses the 
following result of operations of the venture up to the selected 
point : 





0 Per eee 
0 
As os Ua hab ee Ga, bee oe £85 
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The Balance Sheet may then be prepared in conformity with the 
adjustments made and would appear as follows: 


Capital and Liabilities 


EL 
Deferred Revenue— 
Provision for bad debts .. 50 


Proprietorship Interest— 


Assets 


SS 

Ph «+ 00 40 <0 . oan 

Deferred Expense— 
Merchandise £700 








Capital Contributions £1,300 Motor Truck 200 











I rte aa’ nai 85 Insurance . 25 
1,385 a . 4 « 10 

—_—s«-_—« 935 

£2,185 £2,185 








It will be noted that the apportionment of Revenue and Expense 
introduces into the statement of financial status (the Balance Sheet) 
items other than Cash, Debtors and Creditors, viz., Deferred Revenue 
and Deferred Expense, which are temporarily classified as Liabilities 
and Assets respectively at the intermediate stage in the life history of 
the undertaking. 

A system of accounting requiring classification of Revenue and 
Expense in terms of accounting periods must provide a routine to deal 
with three types of transactions which will become Revenue and 
Expense eventually over the full lifetime of the undertaking, viz., 


(a) those wholly related to the current period; 
(b) those wholly related to future periods; and, 


(c) those related to the current period in part and to future 
periods in part. 


No difficulty will be experienced in dealing with those in classes (a) 
and (b), but there are alternatives in dealing with those in class (c), 
viz., 

i. The transactions may be classified originally as Revenue or 
Expense, as the case may be, but the portion to be deferred 
may be calculated at the close of the period and transferred to 
Deferred Revenue or Deferred Expense; or, 


ii. The transactions may be classified originally as Deferred 
Revenue or Deferred Expense and the portion applicable to 
to the current period may be transferred to Revenue and 
Expense at the close of the accounting period. 


The above may be illustrated by the payment for, or the acceptance 
of, a liability in respect of an insurance premium. Let us assume that 
the premium for one year’s insurance is £50 and, at the close of the 
accounting period, the expiry date of the policy is three months in 
advance. Under the first method the premium would be charged to 
Expense, which is subsequently credited with £12/10/- as the extent 
to which the subsequent period will benefit, leaving £37/10/- as the 
charge to the current period. Under the second method, the transaction 
will be classified in the first instance as Deferred Expense (Asset)‘ 


4. For a stimulating discussion of the view that all “Assets” are simply deferred 
expense see J. A. L. Gunn, On the Margin of Accountancy, the third Common- 
wealth Institute of Accountants research lecture. 
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and, at the end of the accounting period, three-fourths of the premium 
would be transferred to Expense as a charge against the current period, 
leaving £12/10/- remaining as Deferred Expense. 

The latter method will be found to be more convenient, as all items 
in Deferred Expense may easily be reviewed at the close of the period 
and apportionment made. If the alternative were adopted, it would 
be found, in many instances, that items of a mixed character will have 
been “‘buried” amongst a great number of transactions wholly related 
to the current period. 

It may also be noted at this point that the principle of future benefit 
in relation to Expense is invariably dealt with in a conservative way. 
Many transactions may confer benefit on the future, but, because of the 
small amount involved, they are treated as wholly related to the current 
period. In other instances, there may be a desire to dispose of certain 
expense as early as possible on the principle that, although it does 
confer benefit on the future, it is not of any realisable value, as, for 
example, Preliminary Expenses and Goodwill.® 

The matters discussed so far in this article may be re-capitulated as 
follows : 


(a) For a final statement of the results of the operations of the 
undertaking over the whole of its life history, profit is the 
excess of cash receipts (other than contributions by proprietors 
as such) over cash disbursements (other than payments to 
proprietors as such). 

(b) For interim statements of the results of operations of the 
undertaking for periods shorter than its whole life history 
the needs of the proprietors may be met, in some instances, by 
regarding profit as the excess, in the short period, of— 

i. Cash receipts classified as Revenue over Cash Payments 
classified as Expense; or, 

ii. Rights of the undertaking to receive cash classified as 
Revenue over Liabilities of the undertaking to pay cash 
classified as Expense; 

but profit is generally determined in more significant terms 
if apportionment of Revenue and Expense is resorted to, with 
the reservation that the profit thus determined is the result of 
a series of estimates and valuations made with the object of— 

i. Matching revenue against expense incurred in the earn- 
ing of that revenue; 

ii. Deferring only such expense as confers a benefit on the 
future; and 

ii. Deferring any revenue the ultimate realisation of which 
is doubtful. 


Examples of the estimates referred to in (b) above are: 


(a) The taking to account of liabilities incurred and assets 
acquired (whether paid for in cash or not at the time of 
incurring the liability or acquiring the asset) ; 

(b) The valuation of the unused proportion of services 
rendered to the undertaking which have been paid for in 
full or accepted as liabilities—prepayment of Expense ; 


5. It is true that goodwill has often realisable value. Sometimes it is even 
the most valuable asset of a business. But most business managers prefer to 
have it eliminated from their balance sheets as quickly as possible. 
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(c) the valuation of so-called “fixed” assets to determine the 
amount of the expenditure thereon which should be 
charged against the operations of the period as a cost 
recouped from the Revenue of that period—provision 
for Depreciation; 

(d) The valuation of debts to determine the amount which 
should be deducted from Revenue to cover the risk of 
failure to realise ultimately the full sale price of the goods 
or services sold—provision for loss in respect of debts 
considered doubtful; and 

(e) The valuation of unsold stocks of merchandise to ensure, 
in the interest of conservatism, that losses arising from a 
fall in market value of goods purchased (or manu- 
factured) shall be recognised in the period in which the 
fall in value occurred—waluation of stocks at the lower 
of cost or market replacement value.® 


Three interesting points emerge from this analysis of the processes 
of valuation of assets for accounting purposes, viz., 

(a) The valuations are made primarily for the purposes of deter- 
mining profits by accounting periods. They do not purport 
to result in the valuations of assets from any other standpoint, 
such as market value or replacement cost, except in relation 
to stocks of merchandise. 

(b) With the exception of stocks and debts, the basis of valuation 
of all assets is their cost to the undertaking. That portion of 
the cost which represents expired value is charged against 
current Revenue; that portion which represents unexpired 
value is carried forward as a charge to future Revenue. 

(c) In the interests of conservatism, the cost basis of valuation 
of assets is modified in the case of debts and in that of stocks, 
so as to accept in the current accounting period charges for 
losses which are expected to result from the operations of 
the period, even though those losses have not yet been actually 
suffered. It should be noted, however, that if the market 
replacement cost of unsold stocks is higher than cost such 
excess is ignored in the valuations. 

To conclude this consideration of the primary bases of classification 
in trading concerns, it may be stated that the basic information to be 
provided by accounting records in such concerns comprises— 


(a) Data from which the financial status of the concern may be 
ascertained at selected points of time, i.e., Assets, Liabilities 
and Proprietorship; and 

(b) Data which summarises the results of operations over selected 
periods, i.e., Revenue and Expense. 


Data which is significant for these purposes in one concern may not 
be significant in another concern. The terms Assets, Liabilities, 
Proprietorship, Revenue and Expense cannot therefore be defined 
unconditionally. In later articles detailed consideration will be given 
to each of these terms. 


6. This so-called “golden rule” of valuation of stocks on hand is being subjected 
to strong criticism in recent accounting literature because of its distorting effect 
on profit and loss statements. See in particular S. Gilman, Accounting C once pts 
of Profit. See also A. A. Fitzgerald, “The Valuation of Stocks on Hand,” The 
Australian Accountant, August, 1938. 
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Transactions classified 
on liability basis 





Item 


Amount 


Basis of Apportionment 


Apportionment 





Current 


Period | Deferred 





Revenue: 


Sales of 
Merchandise 


Expense: 


Purchases of 
Merchandise 


Motor Truck 


Insurance 
Premium 


Rent 


Remuneration 
of employees 


Total 


£ 


1,250 





1,500 


250 





£2,050 


Goods have been sold on credit 
and it is expected that debts will 
be “bad” to the extent of £50. 


1. At the close of the accounting 
period one-half of the goods 
has been, sold, leaving stock 
on hand which cost £750. 


2. Under the doctrine of con- 
servatism, stock on hand is 
valued at “cost or market 
replacement value, whichever 
is the lower” The unsold 
goods could have been pur- 
chased in the market for £700. 


The charge to the current period 
is, therefore, £750, the cost of 
the goods sold, plus £50, the 
reduction in the value of the 
unsold goods to conform to 
market replacement value. 


It is expected that at the con- 
clusion of the venture the truck 
can be sold for £100. The ven- 
ture has run for six months and 
it is expected that the venture 
will continue for one more year. 
It is equitable, therefore, that 
one-third of the loss in value of 
the truck should be borne by the 
current period, ic, (£250 — 
£100) X #. 


The premium is for one year’s 
insurance and has six months to 
run at the close of the account- 
ing period. The proper charge 
to the period is one-half of the 
full premium. 


The rent is £10 per month and 
one month has been paid in 
advance at the close of the 
accounting period 


The item covers all remunera- 
tion due to the close of the 
accounting period and no adjust- 
ment is required. 


Totals 

















£ £ 


1,200 50 





700 


25 25 


200 om 





£1,115 £935 

















Fig. 1. 








Apportionment of Revenue and Expense. 
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Price and Profit Control 
By I. L. Corset, A.F.1.A., A.A.LS. 


On April 13, 1942, price control was extended to a much wider 
range of goods than were affected formerly, and the next day a new 
method of price control was given legal force. Previously only certain 
goods were “declared,” i.e., were goods in regard to which a prosecution 
might be made if overcharges were discovered, but now: 


“All goods in the possession or under the control of any person in 

Australia” 
were declared with the exception of— 

“(a) goods in the possession or under the control of any State of 
the Commonwealth or any authority constituted by or under 
any State Act; and 

(b) livestock, poultry and perishable primary produce not being 
declared goods for the purposes of the said Regulations on the 
day immediately preceding the date of this Order.” 


Similarly, all services supplied or carried on by any person in Australia 
are declared, with the exception of— 


“Services supplied or carried on 

(a) by any State of the Commonwealth or any authority constituted 
by or under any State Act; 

(b) by any Local Government Authority established for any 
locality by or under any State Act relating to Local Govern- 
ment; 

(c) by any company, society, or body of persons supplying or 
carrying on— 

i. that class of insurance business which involves the issue 
of, or the undertaking of liability under, life policies, and 
any business in relation thereto; 

ii. the general business of banking.” 


There are certain goods for which specific prices have been fixed. 
These still hold, but the ways in which the prices of goods not subject 
to specific prices are fixed are set out in Prices Regulation Order No. 
666 of 15th April, 1942. This Order was issued under National 
Security (Prices) Regulations, which are subject to paragraph 5 (d) of 
the National Security Act. 

Prices Regulation Order No. 666 repealed Prices Regulation Order 
No. 100, which had allowed traders to obtain the same percentage of 
profit on goods as was obtained on 31st August, 1939. Thus. if a 
shirt were bought for 5/- and sold for 7/6 on 31/8/39, until Prices 
Regulation Order 100 was repealed, a similar shirt bought for 10/- 
might be sold for 15/-. It will be seen that the percentage of profit 
in money is the same, although the amount of profit in money is twice 
as much in the second case. Under Prices Regulation Order No. 666. 
as will be explained later, the shirt bought for 10/- must now be sold 
for 12/6. This follows from the definition of gross profit as “the 
actual difference in monev between the basic price and the cost on the 
prescribed date of the goods in relation to which the expression is used.” 
_ The prescribed date will usually be the 15th April, 1942 (this 
important date must be kept in mind), but if no goods were sold on 
that date. it will be the nearest preceding date. If a trader considers 
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that the 15th April is not a reasonable prescribed date in his case, e.g., 
if he was selling at a specially reduced price on that day, he should 
appeal to the Commissioner, who may fix a different prescribed date. 
It must be remembered also that the Commissioner still has the power 
to fix a different gross profit, if he is convinced that this is reasonable. 
The definition of “cost” is particularly important to a manufacturer. 
Cost means— 

“9 (a) As regards goods of any particular quality held by a trader, 
the sum of money, or otherwise valuable consideration, paid or 
furnished or agreed to be paid or furnished for or in respect of 
those goods, by the trader; and 

(b) As regards goods of any particular quality manufactured or 
partially manufactured in Australia and held by the manu- 
facturer, all expenses directly incurred in the manufacture of 
those goods, except any tax imposed by the Payroll Tax Act, 
1941, together with such proportion of other expenses as is, in 
the opinion of the Commissioner, properly chargeable against 
the manufacture of those goods, and, when any payment is 
specified to be made, or is made in a currency other than 
Australian currency, exchange at the rate current on the date 
on which the payment is made.” 


The method of finding the permissible price of imported goods is set 
out in paragraph 4, and is, briefly, the actual cost or the average cost 
of old and new goods, plus the same money profit as was obtained on 
15th April: 

“(a) (i) Where, after the prescribed date and whether before or 
after the making of this Order, the trader has received or 
receives new goods substantially identical to stock received by 
him prior to 16th April, 1942, he may take into account the 
cost of the new stock received in such a way that the maximum 
price for any sale of stock, whether old stock or new stock, of 
such goods, as on and from the date upon which he so takes 
into account the cost of that new stock shall be the sum that 
represents the average cost of all the stock plus gross profit. 
(ii) Whereafter the prescribed date on whether before or after 
the making of this Order the trader has received or receives 
new goods substantially identical to goods he has previously 
sold but at the date of the receipt of the new goods he has not 
in store any goods substantially identical with the new goods. 
the maximum price for any sale of the new goods until he 
receives further new goods shall be the amount ascertained by 
dividing the cost of the new goods by the number of units of 
the new goods and adding thereto gross profit.” 


The important point to note about wholesale prices is that the price 
charged on 15th April, 1942, must not be varied, unless the particular 
goods are averaged. When goods are averaged, the permissible price 
is the average cost plus the amount of money profit made on similar 
goods on 15th April. The provision in regard to averaging is so 
important that I shall quote it in full: 

“Notwithstanding the foregoing provisions of this Order. and 
except in any case in which the Commissioner grants special per- 
mission to individual traders and manufacturers or to traders and 
manufacturers of specified goods, the basic price for any goods shall 
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continue to operate as the maximum price at which those goods may 
be sold until a date is determined by the Commissioner for the 
commencement of the averaging of costs of old and new stocks of 
those goods, and the maximum price is calculated in accordance with 
paragraphs 4, 5, 6, or 7 of this Order, as the case requires, provided 
that wherein any order made prior to the date of this Order the 
Commissioner has determined the date for the commencement of 
averaging of costs of old and new stocks of any goods and a trader 
has been averaging the cost of those goods, the date for the 
commencement of averaging of costs of old and new stocks by the 
trader shall be deemed to be the date originally determined, otherwise 
it shall be the date of this Order.” 


The method of determining permissible retail prices is set out in 
paragraph 12. The maximum retail price is the actual or the average 
cost plus gross profit, but it should be noted that averaging of cost may 
be carried out only with the specific approval of the Commissioner. 
Traders who were not in business on the 15th April should apply 
immediately for a basic price, otherwise they must sell at cost plus 5%. 

Representative bodies may still obtain approval of a price for all 
their members : 


“Notwithstanding anything contained in this Order, where an 
application has been made in writing by a group or association of 
persons recognised by the Commissioner, and considered by him to 
be representative of traders in or manufacturers of any particular 
goods, for the determination of ‘a maximum price for those goods, 
the maximum price at which these goods may be sold by such group 
or association shall be the price fixed by the Commissioner and 
notified by the Commissioner in writing to such group or association.” 


The Commissioner is not boynd by the general rules set out previously, 
and if a trader considers that fixing prices in accordance with these 
rules would cause hardship to him, he may apply under paragraph 15 
for a variation: 


“Notwithstanding anything contained in this Order. where the 
Commissioner is satisfied that, by reason of any special circumstances 
declared in writing by any person (such circumstances, if the Com- 
missioner so requires. to be verified bv statutory declaration and 
supported by any evidence he may require), the fixation of a 
maximum price for any goods, in accordance with the foregoing 
provisions of this Order, would be inequitable or onerous to a trader 
or manufacturer or to any buyer or consumer of the goods— 

(i) there may be substituted, with the consent of the Commissioner, 

a different date for the prescribed date, as the basic date for 
the calculation of the price to be charged by that trader or 
manufacturer for any specified goods; 

(ii) there may be substituted, with the consent of the Commissioner. 
for the price specified in sub-paragraph (a) of the definition of 
“basic price” contained in paragraph 3 of this Order such 
price as in all circumstances appears to the Commissioner to 
be reasonable to the trader or manufacturer, and to any buyer 
or consumer of the goods: or 

(iii) the application of this Order, with respect to any specified 
goods, may be modified in such other manner as the Com- 
missioner declares.” 
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If a trader does not keep records of basic and cost prices, he must 
sell his goods for cost price: 

“The provisions of paragraphs 4, 5, 6, 7, 8, 12, 13, and 14 of this 
Order shall not apply to any goods sold by any trader unless such 
trader keeps records of— 

(a) the basic prices of all goods sold by him on the prescribed date; 

(b) the cost at which new stocks are acquired or manufactured ; or 

(c) the costs and quantities of stocks on hand and of new stocks 

at the date of any alteration of price; 
and in the event of any trader failing to keep such records the 
maximum price of any such goods shall be the cost of those goods.” 


If the cost of goods falls, a trader will be able to obtain a higher 
profit under Prices Regulation Order No. 666, which allows him a 
fixed money margin, than under the superseded Prices Regulation 
Order No. 100, which provided for a percentage margin. It is possible, 
however, that the Prices Commissioner has plans for dealing with this 
situation. 
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